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A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD 
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THESE ARE IBM 
PRODUCTS, SERVICES 


Electric Punched Card Accounting Machines 
Attendance Time Recording Systems 

















Job Cost Recording Systems 
Master Electric Clock Systems 
Electromatic Typewriters 

Proof Machines 
Electric Test Scoring Machines 
Program Signaling Systems 
Sound Distribution Systems 
Watchman’s Systems 
Fire Alarm Systems 
Recording Door Locks 
Laboratory Panels 
Service Bureau 


IBM 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
World Headquarters Building, 590 Madison Ave., New York 22, N. Y. 
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WHEREVER YOU GO YOU SEE 
BURROUGHS MACHINES 


_ oe * 


The First National Bank, Chicogo—like thousands of other bonks throughout 
the nation—speeds checking account posting with Burroughs machines. 
, i« Step by step, for over fifty years, Burroughs machines 
; have developed with the needs of business and industry. 
J 4 Bookkeeping, accounting, calculating, statistical, cash 
B ri , h handling and other types of machines have come from 
W r oug s Burroughs as business needs have developed through the 
ears. Today Burroughs machines are serving practicall 
IN MACHINES ’ y ° 4 d 


IN COUNSEL 


every known need of business for time-saving figuring and 
IN SERVICE 


accounting machines—and matching each need with the 
specific type of machine to do the work efficiently. That's one 
big reason why you see Burroughs machines wherever you go. 


BURROUGHS ADDING MACHINE COMPANY, DETROIT 32, MICHIGAN 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES * MAINTENANCE SERVICE © MACHINE SUPPLIES 
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A Little Forethought— 
A Lot of Protection 


. (cetiteting the serious con- 
sequences of an altered check or 
accounting document passing unno- 
ticed, it is no wonder Internal Auditors 
take every possible precaution. 

We would like to suggest that you in- 
vestigate the use of LAMONTE SAFETY 
PAPER for vouchers, requisition forms, 
and other accounting documents and 
records as well as for checks. LAMONTE 
SAFETY PAPER shows up any attempted 
alteration, since an erasure made on this 
paper leaves a white spot that is ap- 
parent at first glance. 

We are confident that this forethought 
in the choice of paper will add something 
in physical protection to the carefully 
planned routines and procedures you 
inaugurate, 


NUTLEY, NEW JERSEY 






































[Expressions of opinions in Tue Internat Auprror b 
are their own and are not necessarily endorsed by 


THE INTERNAL AUDITOR 


A PUBLICATION OF THE 
INTERNAL AUDITORS, 


INSTITUTE OF 
INC. 


the editor and contributors 
ne InstiruTe or INTERNAL 


Avuprrors. Articles are selected for their general interest to those in the internal 


auditing field.) 





VoL. 3 


Jung, 1946 


No. 2 





EDITORIALLY SPEAKING 


ETTING aside, momentarily 

only, the customary “Auditor- 
ially Speaking” which heads this 
page or two in our Quarterly, your 
Editor is so brash as to use the 
occasion to set forth some thoughts 
that are modestly bidding for ex- 
pression and attention. 

To wit: 

Most of us appreciate, even if 
we do not often stop to realize and 
evaluate it, the sense of satisfac- 
tion, the thrill, that springs out of 
a demonstration of the fact that 
we can exercise that miraculous 
human faculty—the creative in- 


stinct. The greatest thrill that hu- 





mans can know! Perhaps not 
many of us pause long enough at 
any time to realize the fact that, 
minus the creative instinct, hu- 
mans could not have brought the 
world, call it our civilization, to its 
present state. Forget the imper- 
fections, and consider the advan- 
tages that, in spite of high water, 
devastation and opposing hell, we 
have achieved and think of as our 
natural and rightful way of life. 
The creative instinct is, and has 
been through the ages, manifested 
in myriad ways. And every hu- 
man knows, at some time or times, 


in one form or another, the satis- 
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faction that comes of inventing, 
With any 
one of us it may be a new pro- 


creating something. 


cedure, a more perfect form for re- 
cording facts, an improved ap- 
proach to perfect audit perform- 
one and all of these 


ance, any 


things, plus. It may in fact be 
anything; the construction of a 
storage cabinet in the basement; 
the building of a house for the 
dog; the composition of a song, a 
poem; the writing of a book, a 
play, a treatise on whatever 
theme; or an article to be de- 
It’s 
all of these things and millions 


livered orally or published. 


more besides. 

But the greatest thrill comes out 
of “creating.” The applause, the 
rewards, the capturing of those 
elusive things called Aime and for- 
tune, however gratifying, are only 
embellishments of the original 
thrill, , 


point in life that comes out of the 


the one attainable high 


exercise of the creative instinct 
and the endeavor to bring some- 
thing into actual being, fact or 
fancy. : 
Pausing, somewhat breathless, 
your Editor comes to the point: 
We of Tue Inst€ruTe are a 


group of individuals, banded to- 





gether for the purpose of working 
out an original and creative idea. 
Original, in that no such idea was 
ever conceived until those who or- 
ganized Tue Institute decided, 
after turning the thought over in 
their minds, that the time was 
ripe for the demonstration of a 
new approach to the science and 
practice of auditing—a needful 
thing, demanded by the require- 
ments of business as it is today 
conducted in all its ramifications. 

It is creative because of the fact 
that, in every day practice, inter- 
nal auditing demands from every 
one who understands its prin- 
ciples, the exercise of all one’s 
powers to observe, evaluate, and to 
set forth the things that create a 
more thorough and workable un- 
derstanding of the processes that 
make our lives and business, ice., 
the business of living, an advance 
toward progress. 

In short, through and by our 
work as auditors, we make our 
contribution to maintaining and 
promoting the rightful and nat- 
ural way of life for all of us. Out 
of that certainly must come to us 
something of the “creative thrill.” 


—C.I.F. 

















NATIONAL ORGANIZATION NOTES 


INTERNAL AUDITING IN 
OTHER PUBLICATIONS 


URRENT interest in internal 

auditing is recognized, and 
furthered, by articles which have 
recently appeared in publications 
of national circulation written by 
members of Tue _ INsTITUTE. 
Second Vice President Arthur J. 
E. Child’s article, “Internal Audi- 
ting — What it Means to Food 
Processors,” appeared in the Feb- 
ruary issue of “Canadian Food 
Packer;” President Curtis T. At- 
kisson’s paper on “Significant 
Contributions of Modern Internal 
Auditing to Management,” is in 
the April issue of The Accounting 
Review, the publication of the 
American Accounting Association; 
Earle H. Cunningham’s article on 
“Staff Training” (originally pub- 
lished in the September 1945 is- 
sue of The Internal Auditor) is to 
appear in an early issue of the 
National Auditgram, the publica- 
tion of the National Association of 
Bank Auditors and Comptrollers; 
and Mr. Cunningham’s article, 
“Internal Auditing —- Comments 
on Fundamental Cor. septs,” which 
was in the March 1946 issue of 
The Internal Auditor, is being re- 
printed in the journal of the 
Dominion Association of Chart- 
ered Accountants. 


ACTIVITIES OF 
NATIONAL OFFICERS 


Curtis T. Atkisson, President, 
plans on representing Tue Instt- 
TUTE OF INTERNAL AupiTors at 
the Eighth Annual Institute of 
Accounting of Ohio State Univer- 
sity at Columbus on May 17th 
and 18th where he will deliver a 
paper on “Organization for Effec- 
tive Auditing.” Curt also plans 
on attending with First Vice Pres- 
ident, Arthur E. Hald, the Annual 
Meeting of the Philadelphia Chap- 
ter on May 13th, where Arthur 
J. E. Child, Second Vice President, 
will be the featured speaker dis- 
cussing “Development and Organ- 
ization of an Audit Department.” 
Curt is also looking forward to be- 
ing with the Pittsburgh Chapter 
at their meeting on May 10th. 


EDUCATIONAL ACTIVITIES 


The Educational Committee, 
under the chairmanship of Earle 
H. Cunningham, has undertaken 
to initiate a program of active co- 
operation with such organizations 
as the American Accounting As- 
sociation, or other organizations 
with which we may work on a 
national basis. It is believed that 
this activity can make an import- 
ant contribution to the recognition 
of the proper place of internal 
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auditing in the curricula of the 
University Schools of business. 


CHAPTER AND INSTITUTE 
COMMITTEES 


At a meeting of the Board of 
Directors called for May 14th one 
of the principal items on the a- 
genda for discussion, and possible 
action, is the review of suggestions 
that have been made for coordin- 
ation of Chapter and InstiTruTE 
Committee activities, particularly 
with respect to research commit- 
tees. The members of the Advis- 
ory Committee and Art Child, in 
his capacity as Chairman of the 
Chapter Activities Committee, 
have contributed to development 
of various plans for- the Board’s 
consideration. 


ST. LOUIS CHAPTER 
ORGANIZATION 


As we go to press plans are a- 
foot for the formal organizing of 
a chapter in St. Louis, the formal 
requirements having been out- 
lined by Membership and Chap- 
ter Formation Committee Chair- 
man, Joseph J. Clair, and the 
necessary number of membership 
applications cleared. Gordon 
Crowder and a notable delegation 
of members from Chicago are 
planning on joining Charles B. 
Bennett, and others active on the 
St. Louis chapter formation activi- 
ties, in a meeting in St. Louis that 
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will make the St. Louis Chapter 
an actuality. 


FLINT CHAPTER 


We are glad to inform the mem- 
bership that the prospective Flint 
(Michigan) Chapter held its ini- 
tial meeting on February 12th. 
At this meeting Thomas W. Kim- 
merly spoke on “Objectives of The 
Institute of Internal Auditors;” 
Earle H. Cunningham gave a pap- 
er on “Concepts of Internal Audi- 
ting;” and Charles J. Ghesquiere 
spoke on “A Chapter Organization 
Program.” 

These gentlemen, all of Detroit, 
are, respectively, President of the 
Detroit Chapter, Vice-President 
and Program Chairman of Detroit 
Chapter, and Member of the Na- 
tional Organization Committee. 

We shall expect to announce the 
formal organization of the Chap- 
ter in the next issue of the Quart- 
erly. 


RETIREMENTS 


John G. Ivers, a charter mem- 
ber of Tue Instrrure has retired 
as of April ist as Auditor of The 
Detroit Edison Company under 
the company’s regular retirement 
plan. Congratulations, John! But, 
remember you are still in Tue In- 
stiruTeE. We understand John 
does not need our best wishes as 
he has just spent the winter in 
Florida. 


























THE PRESIDENT’S PAGE 


ANNUAL CONFERENCE FOR INTERNAL AUDITORS 


LSEWHERE in this issue you 

will find information as to 
the plans and program for the 
Fifth Annual Conference. Each 
of our Annual Conferences has set 
a new record of its own in ar- 
rangements, speakers, and attend- 
ance, and the Fifth will not be an 
exception. 

Since the last Conference, held 
in October, 1944, the membership 
has nearly doubled in the less than 
two years which have followed. 
Consequently, there are many 
members who have not attended 
or known, at first hand, of the 
Conferences and all that they of- 
fer in the way of things interest- 
ing and informing, and intangible. 

Obviously, only by attendance 
at the Annual Conference can the 
internal auditor meet and talk 
with his fellows from all parts of 
the United States and Canada. 
Only at the Annual Conference 
can he hear a dozen speakers care- 
fully selected to cover subjects of 
especial interest to the internal 
auditor. 

Only by attendance at an An- 
nual Conference can the internal 
auditor become fully aware of the 
contribution he is making, 
through Tue Instirute, to the 
continued development of Ameri- 


can business. Through joint par- 
ticipation in this organization in- 
ternal auditors have a means be- 
yond their individual powers, (1) 
for bringing about a more general 
realization in the business world 
of the usefulness of modern inter- 
nal auditing as a principal reliance 
and tool of management and, (2) 
for assuring the internal auditor 
a place in the management group 
in which he may function with 
greatest effectiveness. 


In attending the Fifth Annual 
Conference the internal auditor 
may get some direct answers to 
various of his own problems, both 
from the speakers and the general 
discussions; or he may simply get 
the comforting impression that no 
one else seems to have better solu- 
tions than he has to his problems. 

He may receive genuine inspir- 
ation from an unexpected quarter; 
or he may extend his acquaint- 
ance among men with whom he 
can exchange ideas and experience 
at the Conference and afterward. 

In any event he will be doing 
one of the things that can be done 
to keep abreast of developments in 
his field. 

Curtis T. ATKIsson, 
President 











THE FIFTH ANNUAL CONFERENCE 


THE INSTITUTE OF INTERNAL AUDITORS 


Mr. Arthur E. Hald, ist Vice President of Tue Instirure, and 
General Conference Chairman for the Fifth Annual Conference, makes 
the following announcement: 


This is to inform you of the plans of Tue Lnstirurte for the Fifth 
Annual Conference to be held in New York City in the fall of this year. 
The location is the Hotel Roosevelt and the dates are October 6, 7 and 8. 
The agenda, as presently determined, is as follows: 


SUNDAY—October 6 

AFTERNOON 

Cocktail party and get-together to be held on the afternoon of 
Sunday, October 6, between the hours of 4 to 7 p.m. At past 
Conferences this informal gathering has been a great success, af- 
fording the members a pleasant time and a medium for meeting 
others in the internal auditing profession on a purely personal 
basis. Ladies are invited. 


MONDAY—October 7 
FORENOON 
Get-together breakfast sponsored by the Chapter Activities Com- 
mittee, attendance at which is usually limited to the President and 
Secretary and officially designated chapter representatives, and at 
which the activities of each chapter are discussed for the mutual 
benefit of all the chapters. 


Annual business meeting, with reports from officers and commit- 
tees, and the election of officers and directors for the 1946-47 
INSTITUTE year. 
MONDAY—October 7 
AFTERNOON 
First Conference session at which three papers will be presented, 
as follows: 
Objectives of Internal Auditing 
1. Fundamentals of Internal Auditing 
2. The Service of Internal Auditing to Management 
3. Relationship of Internal Auditing to Organization 
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Fifth Annual Conference 


MONDAY—October 7 


EVENING 

The Annual Dinner will be held, preceded by an informal get- 
d together in the ante-rooms. At the dinner the members and 
S guests will be addressed by an outstanding speaker. Negotiations 

are now under way to secure the acceptance of an individual from 
h a group of national and international business figures and men of 
; world affairs. 
: TUESDAY—October 8 

FORENOON 


Second Conference Session 


Organization and Operation of Internal Auditing 


f 1. Personnel—Employment and Training 
t 2. Development and Application of Programs and Questionnaires 
: 3. Reports—Form, Distribution and Follow-up 
TUESDAY—October 8 
NOON 
Luncheon Session which will be addressed by a speaker of reputa- 
tion and ability on a topic, to be determined, of importance to In- 
ternal Auditors. 
; TUESDAY—October 8 
AFTERNOON 
Third Conference Session 
Coordinction with Public Accountants 
Problems of Coordination with Internal Auditors 
; Problems of Coordination with Public Accountants 


Case History—Joint Audits 
Case History—Separate Audits 


Sree 


The Conference Committees are undertaking the procurement of 
sufficient hotel accommodations for those out-of-town members and visi- 
tors who will attend, and are making arrangements for the entertain- 
ment of the members and guests during their stay in New York. An 
interesting and informative series of exhibits is being arranged with 
various manufacturers of Office Equipment and Business Systems which 
will be attractively and conveniently located in the Conference Rooms 
for the information of our members and visitors. 
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The following are the Committees and the Chairmen who are 
undertaking the task of making the Fifth Annual Conference of Tue 
INSTITUTE a success. 


Fifth Annual Conference: ARTHUR E. HALD, General Chairman 


ProswRAM 
BRADFORD CADMUS, Chairman 
VICTOR Z. BRINK 
EARLE H. CUNNINGHAM 


Hore. ARRANGEMENTS 

PETER J. BUZANGA, Chairman 
Horet Reservations 

A. EUGENE ADAMS, Chairman 


RECEPTION 
JOSEPH E. GLASS, Chairman 


REGISTRATION 
ROBERT L. GERAGHTY, Chairman 


PuBLICITY 

ALLEN HOWARD, Chairman 
EXxHIsITs 

HERBERT C. M. COBB, Chairman 
Bupcer AND FINANCE 

DAVID B. MATHIAS, Chairman 


There are two other committees to be appointed as follows: En- 
tertainment Committee and Women’s Committee. 
Appointments to these latter committees and additions to those 


committees which have already been established will be made in the 
near future. 





CHANGES OF ADDRESS 


Institute Members 


The Secretary’s office reports that there is a consider- 
able amount of returned mail for the reason that members 
have failed to advise that office currently of changes in 
address. 


All members are, therefore, urged to advise the Secre- 
tary’s office promptly of any changes of address in order 
that all mail will properly reach them. 























LA MONTE CELEBRATES 
SEVENTY-FIFTH ANNIVERSARY 


——s paper for bank checks 
and drafts is celebrating the 
75th anniversary of its invention 
by George La Monte in 1871. 
It is a significant milestone in 
American banking. 


In that year, three-quarters of 
a century ago, George La Monte, 
then engaged in the paper busi 
ness in New York, obtained the 
basic patents for a scientifically 
protected paper that would safe- 
guard negotiable instruments 
from alteration. He called it 
National Safety Paper, and it 
supplied a simple and inexpen 
sive remedy for the veritable 
epidemic of raised checks and 
drafts which was forcing American business to regard such instru- 
ments with suspicion. It is significant that the great growth of deposit 
banking in the United States and the validity of our American system of 
independent banks dates from the 1870’s, when safety paper first made 
possible free circulation of checks and confidence in bank exchanges. 





Mr. La Monte, who had been an educator before turning to the 
paper industry, and who, with the success of his safety paper, became 
founder of the business which is now being conducted by the third and 
fourth generations of La Montes as George La Monte & Son at Nutley, 
New Jersey, and which, seventy-five years later produces the major 
volume of protective paper used by banks and industry throughout the 
United States and much of the entire world. 


The National Bank System instituted in 1863 had brought uni- 
formity and validity to the paper money of the United States which 
previously had been plagued by counterfeiting and confusion in the 
currency issues of state banks. What was needed was some device 
which would make bank checks and drafts drawn by a good maker on 
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a good bank equally worthy of confidence and acceptable on a uniform 
basis wherever presented. Many would-be inventors wrestled with 
this problem. Some of their “inventions” are today laughable. All 
had been too complicated and expensive for everyday practical use. 


La Monte, after much experimentation, patented a simple idea 
but a fundamental one. Because of its effect in freeing checks and 
drafts from the fetters of suspicion and delay and thus facilitating pay- 
ments in national trade and interstate commerce, his invention should 
possibly rank with other more dramatic developments, such as the 
telephone and telegraph. The importance of the La Monte inven- 
tion has been rather overlooked in economic history, but it may be 
doubted whether the speed and efficiency and economy with which 
14,500 banks throughout the United States now serve their 90,000,000 
depositors in making 90% of their total payments by check could ever 
have come about without it. 


Eighteen-seventy-one is, therefore, a truly significant date in fi- 
nancial history. Looking backward: In 1850 banking in the United 
States was largely a business of accommodating payments by currency. 
Deposits of the 824 banks in the United States that year amounted to 
$146,304,000, and their currency circulation, fairly close to the same 
figure, was $131,567,000. In 1860, 1562 banks reported deposits of 
$309,735,000, while circulation was $435,000,000. In 1870, the na- 
tion’s 1,937 banks reported deposits of $775,100,000 and circulation 
was $775,000,000. 


The rising tide of check forgeries had to be checked before the 
growth of banking could match the pace of the growth of American 
business. This problem was solved, thanks to the creator of safety 
paper. Deposit totals began to outrun currency in circulation. But, be- 
cause of safety paper, the country was enabled to expand business with 
out equal expansion of currency. 


In 1880, deposits amounted to $2,222,106,000 and currency 
was only $973,000,000. By 1890, deposits had more than doubled to 
$4,570,433,000 while currency had mounted only to $1,429,000,000. 
In 1900, the nation had 10,382 banks. Deposits totaled $8,513,000,000 
over ten times the 1870 figure. Currency in circulation, including 
gold coin, which was mostly in bank reserves, amounted to $2,081,000,- 
000, less than three times the 1870 circulation of $775,000.,000. Since 
then deposits have multiplied again twenty times and circulation about 
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twelve times. Prior to the 1930 slump, circulation had barely doubled, 
while deposits had multiplied by seven times over the year 1900. 


In the first three months of 1946, payments by check in the 
United States totaled $250 billion, indicating a check turnover at the 
rate of $1 trillion a year, the greatest in our history. 


AMERICANS LEAD IN USE OF CHECKS 


Americans today use vastly more checks per capita than any other 
people. Check clearances, by bookkeeping entries, do a job which 
would be expensive and slow if payments had to be made in coin or 
currency, or if checks were not acceptable as they are today at face 
value, if written by a good maker on a good bank on safety paper. The 
basic idea which George La Monte hit upon and proved practical is 
still the key to the La Monte Safety Paper of today. It has made the 
check a precision instrument. 


Experience of three generations of safety paper manufacture and 
constant experimentation and testing of new ideas has brought many 
improvements and refinements to the original La Monte safety idea, 
and by the same token, caused many suggestions to be dropped by the 
wayside as impractical and unnecessary. An extensive laboratory is 
maintained for the scientific control of all production and for the care- 
ful testing of new ideas. 


Used by thousands of banks, the La Monte product is also specified 
by additional thousands of corporations as the recognized standard of 
necessary protection against the fraudulent alteration of their checks 
and other negotiable instruments. 


MANUFACTURED UNDER STRICT CONTROL 


The manufacture of safety paper at the La Monte plant in Nutley 
is constantly under careful control. Every sheet is accounted for, and 
extreme care is taken to avoid having any sheets fall into irresponsible 
hands. All spoiled sheets are shredded to make them unfit for printing 
or lithographing. Thus, the banks and corporations who use individu 
alized La Monte Safety Paper containing their own trademarks or de 
signs are assured of additional protection against counterfeiting. 


In the past generation, the use of safety paper has spread to many 
industries where it is important to guard papers and records from alter 
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ation or counterfeiting. Among the uses, besides bank checks and 
drafts, to which safety paper has been converted are railroad tickets, 
airplane tickets, bus tickets, notes, certificates, cash slips, gift certifi- 
cates, advertising checks and coupon books, and in the heavier weights 
of paper, membership cards, identification cards and card tickets. 

The substantial growth of bank deposits and the growing number 
of bank depositors is steadily expanding the safety paper requirements 
of American banking. The business founded in 1871 is at capacity pro- 
duction today. Throughout its seventy-five years it has always had a 
George La Monte at its head. The original George La Monte actively 
headed the business until 1904, when he was succeeded by his son, 
George M. La Monte. In 1927 the third generation, George V. La 
Monte, succeeded to the presidency of the company and is still its 
head. George V. La Monte, Jr., has now rejoined the company after a 
tour of naval duty in World War II, during which he saw action in the 
Pacific. 

The story of La Monte & Son at its 75th anniversary is not only a 
story of safety paper and its part in the development of the present-day 
system of American deposit banking, but also one of private enter- 
prise in which the founder-inventor and his sons, trained in the busi- 
ness he founded, have exhibited that spirit of leadership and private 
initiative which has made American business the most efficient and 
productive in the world. 


THE NECESSITY FOR INTERNAL AUDITING POLICIES 


The effectiveness of internal auditing is based on two funda- 
mentals—policy making and policy execution. Management must 
first define in general terms the objectives of the internal auditor and, 
secondly, through active support, must impress on the operating per- 
sonnel the need for their cooperation with the internal auditor to attain 
that objective. Lacking these fundamental supports, the interial audi- 
tor could operate only with the sufferance of those audited. Decisions 
would have to be made on a day-to-day basis, often without mature 
consideration; effort would be misdirected and many things omitted 
which profitably could be done. 


It seems to me that the value of internal auditing is largely deter- 
mined by the policies which management adopts. If maximum re- 
sults are to be obtained, policies must be broad, well thought out and 
coordinated. 


—Henry L. Payrte. 














CHICAGO CHAPTER 


UR Chapter has enjoyed a 

very successful year in many 
respects. The subjects selected 
for discussion at the meetings were 
very interesting and the speakers 
proved to be capable and thorough- 
ly conversant with their topics. 
Our growth in membership has 
continued on a sound and steady 
basis and presently we have a 
total of eighty-three members, 
representative of sixty-five com- 
panies which are classified in ten 
of the eleven industry groups es- 
tablished by the National Organ- 
ization. The results thus far in 
Chapter activities represent the 
combined efforts of an enthusi- 
astic membership, officers and gov- 
ernors alike, and fully justify our 
optimism as to the progress of 
our Chapter. 

The speaker at the March meet- 
ing was Mr. Quentin K. Ford, 
Auditor, A. B. Dick Company, 
who chose as his subject “Quali- 
fications in Internal Audit Re- 
ports.” Mr. Ford’s concept of the 
use of qualifications in audit re- 
ports led to considerable cross- 
talk between the floor and the 
speaker and provided all present 
with something to think about in 
the preparation of reports. 


CHAPTER NEWS 


Mr. H. W. Ziethen, Superin- 
tendent of the Tax Administration 
Department, The Peoples Gas 
Light and Coke Company, deliv- 
ered an enlightening talk at the 
April meeting on the subject of 
“Tax Administration By a Tax 
Department.” Mr. Ziethen 
treated upon methods employed 
in assembling facts and figures in 
connection with Federal Income 
Taxes, Social Security Taxes, 
Withholding Taxes, etc. His able 
presentation of the subject clearly 
indicated the responsibilities of 
the auditor in connection with 
taxes and beyond doubt this is a 
field in which the scope of internal 
auditing can be extended. 

The May meeting was an open 
business meeting at which the 
officers and governors for the 
Chapter year 1946-1947 were 
elected. Committee reports were 
presented and these were followed 
by a discussion of contemporary 
auditing problems and procedures 
of interest to all in attendance. 

Following the custom of pre- 
vious years, the June meeting will 
be held at a country club where 
the business of the day will con- 
sist of golfing and a round of 
pleasure for members and guests. 
An evening dinner program will 
follow the afternoon session. We 
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have found that this “get better 
acquainted” meeting is a fine 
medium for prompting members 
to participate in discussions at reg- 
ular monthly meetings whereby 
we all profit. 

Our congratulations to Kenneth 
J. McBride who has been ap- 
pointed auditor of United Air 
Lines, Inc., succeeding Carroll H. 
Blanchar who recently became 
controller. : 


CLEVELAND CHAPTER 


The topic for the March meet- 
ing was “Accounting Procedures.” 
The speake were Messrs. H. C. 
Lemke, Sh.iwin-Williams Com- 
pany, and L. E. Pelton, of The 
Cleveland Pneumatic Tool Com- 
pany. This subject is always in- 
teresting, and many new ideas 
were brought out during the dis- 
cussion that followed. 

On April 25th, the regularly 
scheduled meeting was held at the 
Mayflower Hotel in Akron, Ohio, 
where the Cleveland Chapter re- 
ceived as guests 26 non-members 
from the Akron area. Mr. J. P. 
Long, our first President and char- 
ter member of Tue INstiTuTE, 
welcomed the guests and ex- 
plained to them the founding and 
history of Tue InstirutTe, and 
the benefits derived from mem- 
bership therein. 

The speakers at this meeting 
were Mr. William T. Hamilton, 
of Cleveland Electric Illuminating 


Company, one of our members, 
and Mr. Arvid G. Johnson, of the 
B. F. Goodrich Company, who 
was one of our guests. Mr. Ham- 
ilton’s subject was “The Verifica- 
tion of Accounts Receivable,” 
while Mr. Johnson spoke on the 
subject of “Billing Procedure and 
Control.” Both talks were very 
informative, and they were fol- 
lowed by open discussion in which 
most of those present engaged. 

The May 22nd meeting will be 
our annual meeting at which time 
we will elect officers for the next 
year. A brief resumé of the past 
year’s work will be presented. 

We take this opportunity to 
congratulate Mr. Dwight David- 
son on his promotion to Super- 
visor of Wire Mill Accounting at 
the Joliet, Illinois plant of Ameri- 
can Steel and Wire Company. 
We are sorry to lose this active 
member. 

Note that the meeting date for 
the Cleveland Chapter has been 
changed from the second to the 
fourth Wednesday of the month. 
The place remains the Hollenden 
Hotel, the time 5:30 p.m. 


DAYTON CHAPTER 


At the February meeting the 
featured speaker was Mr. W. L. 
Russell, National Cash 
Co. tax consultant, whose timely 
discussion of s” accented 
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“Taxes 
the unusual features of taxes, par- 
ticularly corporation income tax, 














and outlined the fundamental 
changes embodied in the Revenue 
Act of 1945, which revised the tax 
structure. 

Our fellow member, Al Bahr, 
Payroll Auditor of the Frigidaire 
Division of General Motors, drew 
upon his wide experience in this 
phase of internal auditing in pre- 
senting “Auditing the Payroll” at 
the March meeting. Al brought 
out both the aims of payroll aud- 
iting and the methods to be used 
in attaining these objectives, stress- 
ing the necessity of “visiting the 
scene of the crime” to accomplish 
a good job of payroll auditing. 

“Some Observations on Inter- 
nal Auditing” was the subject dis- 
cussed by our Vice President, A. 
C. Chesney, Jr., Comptroller of 
The Chas. Sucher Packing Co., at 
the April meeting. With his 
varied auditing experience at- 
tained in both public and private 
practice, Art is very ably equipped 
to handle an assignment of this 
nature, and gave the membership 
quite a few items for thought and 
digestion. 

The May meeting featured our 
genial founder and first president, 
R. R. Crawford, Divisional Audi- 
tor of Delco Products Division of 
G.M., who chose as his subject 
“The Internal Auditor and Com- 
pany Procedure.” Since the pre- 
paration and enforcement of 
Standard Procedures are part of 
Mr. Crawford’s functions, he is 
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well qualified to discuss both 
phases and the dovetailing of 
standard procedures with auditing. 
As Bob expressed it, he has spent 
so many years placing himself on 
the other side of the fence in try- 
ing to devise ways and methods of 
legally violating standard prac- 
tices, he thinks he has most of the 
“rat holes” blocked. 

The final meeting of the year 
will be held on June 24, at which 
Mr. F. Arnold, one of Dayton’s 
leading public accountants, will 
present “Joint Audits.” Election 
of officers for the coming year will 
also be conducted at this meeting. 

Due to the thoroughly enjoy- 
able (and remunerative, for some) 
time had by all who attended the 
annual picnic last summer, it has 
been decided to repeat the per 
formance again this year. The 
time and place it will be held will 
be submitted to the chapter mem- 
bership for voting choice well in 
advance of the affair, to permit 
everyone sufficient opportunity to 
determine and express his prefer- 
ence. 

It was with deep regret that the 
Dayton Chapter accepted the re- 
signation of our popular president, 
Mr. Frank T. Sherlock, General 
Auditor of the National Cash 
Register Co., who moved to Los 
Angeles, California, at the end of 
April. Mr. Sherlock was an inde- 
fatigable worker in the cause of 
Tue InstiruTe and a generous 
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portion of the progress made by 
the Dayton Chapter can be at- 
tributed directly to his efforts. 
His role will be a difficult one to 
fill. Dayton’s loss is very definite- 
ly Los Angeles’ gain! Best of luck 
and every wish for success in your 
new venture, Frank! 

The 1945-1946 slate of officers 
wishes to take this opportunity of 
thanking each of the National of- 
ficers and directors, particularly 
those with whom contact was 
made in the transaction of chap- 
ter business, for their generous 
and unfailing support which 
played so important a part in the 
success of the Dayton Chapter. 


DETROIT CHAPTER 


At our regular monthly meeting 
held on February 26, 1946, Mr. 
A. J. Bloodsworth, Partner of 
Price, Waterhouse and Company, 
was the principal speaker. On 
developing the subject “Coopera- 
tion Between Public Accountants 
and Internal Auditors,” he pre- 
sented many interesting personal 
experiences to illustrate how such 
cooperation may be practical and 
effective. 

The regular meeting for March 
featured Mr. R. R. Eppert, Sales 
Manager, Burroughs Adding Ma- 
chine Company, who spoke on 
how management relies upon ac- 
curate accounting information as 
a basis for control and planning. 
Numerous cases were presented to 


demonstrate the extent to which 
the sales department depends on 
accounting within his company. 
He paid tribute to Mr. Thomas 
Kimmerly, Chapter President and 
Assistant Comptroller for Bur- 
roughs, for developing certain ac- 
counting aids to management. 

The Study Group convened on 
March 11, 1946 and discussed 
“Working Papers and Scope of 
Internal Audits.” This meeting 
completed the Study Group pro- 
gram for the year. These meet- 
ings will resume next fall. 


On April 9, 1946, our Nominat- 
ing Committee nominated the Of- 
ficers and Governors for the com- 
ing year. Ballots will be cast in 
the near future and the results of 
the election will be disclosed at 
the May meeting. 

Mr. Earle H. Cunningham is 
scheduled to appear at the April 
meeting of the Toronto Chapter 
and present a talk on “Organizing 
and Managing an Internal Audit 
Department.” On April 30, 1946, 
he will address the 1946 Mid- 
western Conference of the Con- 
trollers Institute of America, being 
held in Detroit, on the subject, “A 
Review of Internal Auditing.” 
These engagements are evidence 
of the popular demand for Earle 
as a speaker; his season-to-date 
record includes five guest speeches 
as well as numerous appearances 
before the Detroit Chapter. Con- 
gratulations, Earle, on your suc- 
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cess in promoting the objectives 
of Tue InstiTUTE. 

We wish to extend best wishes 
to Mr. John G. Ivers, charter mem- 
ber and first president of the De- 
troit Chapter who recently retired 
as Auditor of The Detroit Edison 
Company. As a result of this 
change, Mr. C. J. Ghesquiere, a 
Governor of the Chapter, has been 
promoted to Auditor of Detroit 
Edison, and Mr. Harris R. Symes, 
Secretary of the Chapter, assumes 
the role of Charlie’s Assistant. 
Congratulations! 


LOS ANGELES CHAPTER 


Mr. I. J. Hancock, Assistant 
Comptroller of the Union Oil 
Company, addressed the Chapter 
on March 12 on the subject “In- 
ternal Auditing in a Fully Inte- 
grated Oil Company.” Mr. Han- 
cock, employed by his company 
for over thirty years, formerly 
was company auditor. He re- 
lated many interesting experi- 
ences emphasizing the value of in- 
ternal auditing to his company. 

At our April 9th meeting we 
were addressed by Mr. Franklin 
N. McClelland, Principal for the 
firm of Haskins & Sells. Mr. Mc- 
Clelland spoke on the subject “Re- 
port Writing.” The meeting was 
attended by about sixty members 
and guests who were greatly in- 
terested in Mr. McClelland’s ad- 
dress, and they were so engrossed 
in the discussion which followed 
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that the meeting finally ended 
considerably past the usual closing 
time. 

At our next meeting on May 
14th we will be addressed by Mr. 
Arthur H. Kent, General Auditor 
of the Standard Oil Company of 
California, on the subject “The 
Selection and Development of an 
Internal Auditing Staff.” Mr. 
Kent is President of the San Fran- 
cisco Chapter of Tue Instirute 
or INTERNAL Auprtors. We have 
been waiting for some time to hear 
Mr. Kent speak and anticipate an 
interesting, instructive meeting. 

We congratulate Mr. R. L. 
(Bob) Thompson, formerly Chief 
Field Auditor for the Union Oil 
Company, who has been promoted 
to the position of Assistant Super- 
visor—Production and Transpor- 
tation Accounts. 

Membership in the Los Angeles 
Chapter continues to grow; the 
Secretary advises that we have 
104 members and several applica- 
tions which have not as yet been 
acted upon. It is planned to elect 
officers for the ensuing year at our 
June meeting so that they will 
have an oportunity to make plans 
during our summer recess in an- 
ticipation of the fall and winter 
meetings. 


MIAMI CHAPTER 


At the February meeting, a 
narration of various experiences 
was given by Captain Andrew 
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Anderson, who served in the Field 
Artillery of the 28th Division 
during the Battle of the Bulge and 
in many other engagements which 
resulted in crushing the German 
Army. Captain Anderson talked 
about his experiences from the 
time of his landing in France un- 
til the final surrender of the Ger- 
man Army. His opinions con- 
cerning the German and other 
nationalities that he came in con- 
tact with aroused much interest 
among the members. The meet- 
ing was considered one of the most 
interesting held by the Chapter so 
far. 

A considerable portion of our 
Chapter activities during the past 
quarter has related to the course 
in internal auditing inaugurated 
at the University of Miami during 
the past semester. Dr. J. M. 
Keech, one of the University fac- 
ulty, has sponsored the course and 
has done a real job in getting it 
started and in coordinating the 
various lectures given during the 
course. The following members 
of the Miami Chapter gave the 
lectures: Ralph Ayers, P. D. 
Lipscomb, X. Loos, E. H. Radloff, 
A. H. McClain, J. D. Trahey, and 
Evans Lawton. The course in- 
cluded fifteen lectures, covering 
in a thoroughly comprehensive 
manner all phases of internal aud- 
iting. The classes began on April 
8th, and were concluded on May 


29th. The University appears to 


be quite pleased with the enroll- 
ment; and members of the class 
have expressed much satisfaction 
with the idea of having men of 
many years’ practical experience 
conduct such courses. 


MONTREAL CHAPTER 


Subjects presented at the April 
meeting were “Procedures for the 
auditing of (a) Plant and Equip- 
ment, and (b) Accounts Receiv- 
able.” Ken Atkinson, pinch-hit- 
ting for Tom Chambers (recently 
moved to Vancouver, B. C.) did a 
fine job on the former and Ar- 
mand Favreau turned in an ex- 
cellent paper on the audit of Ac- 
counts Receivable. 

Leonard W. Brockton, K. C., 
scheduled to speak at the May 
17th meeting, has advised that it 
will be impossible for him to keep 
this date and Willard Hamilton, 
C. A., has kindly accepted our in- 
vitation to address the meeting on 
the subject of “Balance Sheets.” 
Mr. Hamilton is well known for 
his fine work as Chairman of the 
Students’ study group of the Soci- 
ety of Chartered Accountants and 
is one of the Society’s foremost 
speakers. 

Ray Taylor and his Programme 
Committee are making extensive 
preparations for the Chapter’s 
first Golf Tournament on June 
14th. This event will be followed 
by the Annual Meeting, and a fine 
time is assured any members of 
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other Chapters who may be able 
to participate in this activity. 

Indications point to an in- 
creased membership for the com- 
mencement of our next Chapter 
year. Planning is already under- 
way to assure further advance- 
ment of InstiTUTE prestige, in- 
cluding the introduction of a 
course in Internal Auditing at Mc- 
Gill University, and a well-bal- 
anced programme of events for the 
entire season which will again 
feature alternate member and out- 
side speakers. 


NEW ENGLAND CHAPTER 


At the March meeting, a Charter 
Member and Governor of the 
New England Chapter, Edward 
W. Manning, Assistant Comptrol- 
ler of the Pepperell Manufactur- 
ing Company, presided as Chair- 
man of a discussion on Inventory 
Audits, Accounts Receivable Ver- 
ification, and The Control of Bad 
Debts Subsequent to being 
Charged Off. 

Three new members were in- 
troduced: William S. Brooks, New 
England Telephone & Telegraph 
Company; Albert E. Carpenter, 
United Fruit Company; Malcolm 
C. Lang, American Mutual Lia- 
bility Insurance Company. 

In April, the Chapter was priv- 
ileged to hear our fellow member, 
Clinton A. Sullivan, Manager of 
the Audit Service Division, Liber- 
ty Mutual Insurance Company. 


The title of his talk was “Case 
Histories Involving Defalcations 
from the Viewpoint of the Fidel- 
ity Company and the Internal 
Auditor.” The paper was re- 
ceived with a great deal of in- 
terest. 

At this meeting two new mem- 
bers, Daniel S. Landon, New 
Britain Gas Light Company, and 
Walter M. Stone, C. F. Hovey 
Company, were introduced. 

The New England Chapter is 
to sponsor a one-day forum on In 
ternal Auditing at Northeastern 
University, Boston, Mass. Ac- 
ceptance of invitations has been 
received from the several other 
Accounting Societies in New Eng- 
land. All members of Tue In- 
STITUTE OF INTERNAL 
are invited to attend. 


AUDITORS 


NEW YORK CHAPTER 


At our March meeting we dis- 
cussed that, apparently, ever-in- 
triguing subject, “The Internal 
Auditor’s Place in the Organiza- 
tion.” 

Panel members were: A. A. 
Buzzi, of Shell Oil Co., Inc.; Her- 
bert C. M. Cobb, of Worthington 
Pump & Machinery Corp., and 
Vice-President of the New York 
Chapter; and Clifford A. Watkins, 
of Bankers Trust Company. 

Victor Brink, discussion leader, 
gave a well-rounded dissertation 
on the subject and kindred mat- 
ters, after President Thiel had 
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opened the meeting. 

The subject was selected as a 
result of a questionnaire issued by 
the Industries Committee and of 
a summary of replies subsequent- 
ly published in The Internal 
Auditor, there being wide diver- 
gence in membership opinion as to 
the internal auditor’s responsibili- 
ties, duties and place in an or- 
ganization. 

Each of the speakers described 
the organization of his own com- 
pany and outlined the work of 
the internal audiiing group. All 
very interestingly given; but, as 
to the internal auditor’s “place,” 
—well, it all depends on the given 
circumstances. 

The discussion was very en- 
thusiastically carried on, and 
would still be raging, no doubt, if 
Howard Thiel had not finally cut 
it short with a rap of his gavel. 

New members, welcomed into 
the Chapter, included: Charles F. 
Brower, American Locomotive 
Co.; John J. Heinze, Sperry Gy- 
roscope Co.; A. Edward Locker, 
General Instrument Co. 

Mr. Whittier, an associate of 
Paul Tierney, President of the 
New England Chapter, was a 
guest at this meeting. 

It was announced that Victor 
Brink was to participate in the 
March 14th meeting of the Con- 
trollers Institute, speaking on the 
subject of internal control and in- 
ternal auditing from a company 
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viewpoint. 

The subject at the April meet- 
ing was: “Problems in Inventory 
Control.” The panel of speakers 
included: Helmut W. Elsasser, of 
Phelps Dodge Corp.; Frank B. 
Nicolson, of Schenley Distillers 
Corp.; and Frank J. Rugen, of 
Union Bag & Paper Corp. How- 
ard Thiel presided, and the well- 
informed and able Kenneth M. 
Montgomery, of Arthur Andersen 
& Co., was discussion leader. 

The papers covered problems to 
be met in connection with the in- 
ternal auditor’s verification of 
physical inventories. Discussion 
of the problems presented brought 
out many viewpoints and sug- 
gestions relating to the subject. 

One former member of the Mi- 
ami Chapter, W. G. Proctor, of 
Pan American Airways, Inc., has 
been transferred to the New York 
Chapter. 


PHILADELPHIA CHAPTER 


The February meeting was ad- 
dressed by Mr. C. A. Sullivan, 
Manager of the Audit Service Di- 
vision of the Liberty Mutual In- 
surance Company of Boston, Mass. 
His subject, “Fidelity Loss Pre- 
vention,” was very well presented. 
Mr. Sullivan is a member of the 
New England Chapter, and we 
imagine it is as pleased to include 
him as we were to hear him. (*) 


(*) Mr. Sullivan’s paper is published in 
this issue. ED. 




















The speaker at our March 
meeting was Mr. Edward N. Hay, 
Personnel Officer of the Pennsyl- 
vania Company, Philadelphia, Pa. 
Mr. Hay presented a very com- 
prehensive plan for solving “Man- 
agement’s Problems in Handling 
Wages and Salaries.” After hear- 
ing his views, those attending at- 
tempted, without success, to find a 
few flaws in his plan for keeping 
employees satisfied with the fin- 
ancial part of their employment 
contract—and working. 

At our April meeting we were 
given good advice on the best 
method of handling “Credit Risks 
and Economic Problems Affecting 
Business Management” by Mf. 
James P. O’Brien, Vice-President 
of the American Credit Indemnity 
Company of New York, Balti- 
more, Md. Most of us learned a 
great deal about credit insurance 
that we did not know, and, if Mr. 
O’Brien had not stated he no long- 
er sold insurance, he could have 
written a few policies at the con- 
clusion of his talk. Mr. O’Brien 
travels extensively, and we can 
recommend him highly to the 
Chairmen of Arrangements Com- 
mittees in other chapters. 

Four new members have been 
added to the rolls: Joseph D. Peo- 
ples, McCutcheon Bros.; Charles 
H. Schwartzkopf, E. I. du Pont de 
Nemours & Co.; Curtis H. Smack, 
Sr., Gulf Oil Corp.; Henry C. 
Smith, Jr.,-Provident Mutual Life 
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Insurance of Phila- 


delphia. 


Company 


PITTSBURGH CHAPTER 


Since our last report we have 
had some very interesting meet- 
ings, though, unfortunately, at- 
tendance has been at a minimum 
because of the recent strikes in the 
Pittsburgh area, as a consequence 
of which the normal routines of a 
number of our members have been 
considerably upset. 

We are, however, glad to re- 
port that our April meeting was 
very successful. At that time, Mr. 
M. C. Conick, CPA, executive 
partner of Main and Company, 
Pittsburgh, talked to us on “The 
Horizon of the Internal Auditor.” 
The paper was very well received 
by a responsive audience. Sixty 
persons attended this meeting. 


SAN FRANCISCO CHAPTER 


At the March meeting, Royce 
C. Clark, attorney for Fidelity 
and Surety Division of Pacific In- 
demnity Company and also the 
representative from Swett and 
Crawford, discussed the subject of 
“Defalcations” from a_ bonding 
company standpoint. He recited 
several case histories, practically 
all of them following the general 
pattern, and he also spoke of the 
bonding company’s interest in 
contractor’s bonds. 


The general discussion which 
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followed Mr. Clark’s talk indicated 
the interest shown by the mem- 
bers in this subject which, if the 
future follows the pattern of the 
past, should show a tremendous 
upsurge in activity because of the 
many loose practices developed 
during the hectic war days. 

This meeting was well at- 
tended, there being about 45 pres- 
ent, with Arthur Kent presiding. 

Roy P. Cornelison was elected 
to the Board of Governors for two 
years, taking the place of Abe 
Boyd, deceased. 

The April meeting was opened 
by Arthur Kent, who reminded us 
that Tue Instirutre Conference 
will be held in New York the first 
week of October; and he urged 
that as many as possible attend. 

The next order of business was 
the appointment of Emerson Le 
Clercq, of Price, Waterhouse and 
Company, and W. T. McGilliv- 
ray, of California Packing Corpor- 
ation, as additional members of 
the Membership Committee, 
which is headed by John Bryne, 
of Columbia Steel. Dale Eisi- 
minger, of Western Pipe and 
Steel, is also a member of this 
committee. 

Our speakers for the evening 
were Roy Hazard, Standard Oil 
Company, and Willard F. Hinck- 
ley, of California Packing Cor- 
poration, both junior members of 
our Chapter. 

Roy Hazard devoted himself to 


the subject of “Auditing Retail 
Accounts” and his talk indicated 
the importance of the auditor be- 
ing at all times fully cognizant of 
his company’s policy of maintain- 
ing good customer relations. 

Willard Hinckley followed with 
a discussion of payroll auditing as 
carried on in his company. 

After hearing Willard discuss 
the particular problems which he 
faces, most of the men in attend- 
ance felt that their own payroll 
problems were by comparison eas- 
ily solved. 


TORCNTO CHAPTER 


The meeting of February 22nd 
was another successful gathering. 
The chair was in the capable 
hands of Governor Lawrence G. 
Geering. 

The guest speaker was Mr. A. 
R. McFarlan, Inspector, The Can- 
adian Bank of Commerce, Toron- 
to. Mr. McFarlan’s subject was 
“Bank Audits and Inspection.” 
The speaker was very well quali- 
fied to discuss the subject as he is 
a veteran in the service of the 
Canadian Bank of Commerce. His 
paper was one of broad vision, and 
was not confined to localized con- 
ditions. He spoke with authority, 
having gained considerable exper- 
ience in the course of his work 
which has taken him into almost 
every part of Canada. 

The March 29th meeting was 
under the direction of our efficient 
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Secretary, William J. L. Town- 
send. We had the pleasure of 
having as guests, Messrs. Saun- 
ders and Ungaretti of Canada 
Packers, New York, and also Mr. 
Williams, Steel Company of Can- 
ada, Hamilton. 

Considerable discussion took 
place regarding the lecture 
courses, and we understand that 
the Royal Canadian Mounted Po- 
lice are very much interested in 
these lectures. It has been inti- 
mated that a number of constables 
on the Force may be enrolled for 
the course next fall. 

Our speakers for the evening 
were Messrs. Frank A. Riddell 
and Arthur J. E. Child. The sub- 
ject, discussed from different 
viewpoints by the speakers, was 
“Education and the Internal Aud- 
itor.” 

Frank Riddell gave a very in- 
teresting resumé of the lecture 
courses, and closed his paper with 
a challenge: “We must improve 
and develop our lectures; we must 
interest more members in working 
directly on them, either by writ- 
ing papers or giving lectures.” 


Our second speaker, Arthur 
Child, gave a brief airing of some 
of his general thoughts on educa- 
tion, and made some particular re- 
marks concerning education of the 
internal auditor. 

(N.B. Both of these papers 
have been sent to the Editorial 
Committee for consideration, and 
we hope to see them published in 
The Internal Auditor.) 

The meeting was closed by 
President Riddell. 

Our next meeting will be the 
Second Anniversary Dinner Meet- 
ing of our Chapter, and will be 
held on Apri! 26th. We look for- 
ward with great interest to this 
night as our guest speaker is to 
be Mr. Earle H. Cunningham, 
General Auditor, General Motors 
Detroit, 
and his subject will be “Organiz- 


Corporation, Michigan, 
ing and Managing an Internal 
Audit Department.” 

Another member has been 
added to our Chapter in the per- 
son of Mr. Frederick Victor Hard- 
ing, Terminal Warehouse Lim- 


ited, Toronto. 








CHAPTER MEETING DATES AND PLACES 


HE following list of meeting dates and places has been compiled 
for the benefit of itinerant members of Tue Instirure. 


Chapter 


CxHIcaco 
CLEVELAND 
DayTon 
DETROIT 

Los ANGELES 
Miami 
MontTREAL 
New ENGLAND 


New York 


PHILADELPHIA 
PITTSBURGH 
San FRANCISCO 


Toronto 


Meeting Date 
Third Tuesday 


Fourth Wednesda y 


Fourth Monday 
Fourth Tuesday 
Second Tuesday 
Second Tuesday 
Third Friday 

Second Tuesday 


April 16th 
May 28th 


Second Monday 


Second Friday 


Second Wednesday 


Last Friday 


Meeting Place 


Bismarck Hotel 
Hollenden Hotel 

Young Women’s League 
Wardell-Sheraton Hotel 
Los Angeles Athletic Club 
Urmey Hotel 

Windsor Hotel 


Hotel Vendome 


Hotel Sheraton 
Engineers Club 
Fort Pitt Hotel 
Alexander Hamilton Hotel 


Royal York Hotel 














Chapters 


Chicago 


Cleveland 


Dayton 


Detroit 


Los 
Angeles 


Miami 


Montreal 


New 
England 


New York 


Phila- 


delphia 


Pittsburgh 


San 
Francisco 


Toronto 


CHAPTER DIRECTORY 


Presidents 


JAMES F. BLAIR , 
Chicago, Burlington & Quincy 


RR Co. 
547 West Jackson Boulevard 
Chicago 6, Illinois 
L. H. NORTON 
National Screw & Mfg. Co. 
2440 East 75th Street 
Cleveland 4, Ohio 
FRANK T. SHERLOCK 
The National Cash Register Co. 
Main & K Streets 
Dayton 9, Ohio 


THOMAS W. KIMMERLY 
Burroughs Adding Machine Co. 
6071 Second Avenue 
Detroit 32, Michigan 
ROBERT L. CAIN, JR. 
Union Oil Company of California 
617 West Seventh Street 
Los Angeles 14, California 
JAMES D. TRAHEY 
725 N. E. 82nd Street 
Miami 38, Florida 
(Tooley-Myron Studios) 
FREDF™ICK A. COOPER 
P. O. Box 1264 
Place d’Armes Station 
Montreal 1, Que., Canada 
(Fairchild Aircraft Limited) 
PAUL E. TIERNEY 
John Hancock Mutual Life 
Insurance Co. 
197 Clarendon Street 
Boston, Mass. 
HOWARD THIEL 
Metropolitan Life Insurance Co. 
1 Madison Avenue 
New York 10, N. Y. 
ERNEST R. DENT 
E. 1. du Pont de Nemours & Co. 
10th and Market Streets 
Wilmington 98, Delaware 
LOUIS A. MILLER 
Westinghouse Elec. & Mfg. Co. 
Room 11-N-50 
East Pittsburgh, Pa. 
ARTHUR H. KENT ? 
Standard Oil Company of California 
225 Bush Street 
San Francisco, California 
FRANK A. RIDDELL 


George Weston Ltd. & Subsidiaries 


134 Peter Street 
Toronto, Ontario, Canada 


29 


Secretaries 
WALTER T. HOFSTETTER 
1225 North Lombard Avenue 
Oak Park, Illinois 
(The Peoples Gas Light and 
Coke Company) 


WILLIAM S. REAUME 
The White Motor Company 
842 East 79th Street 
Cleveland 1, Ohio 


ROBERT M. GARDNER 
General Motors Corporation 
Inland Mfg. Division 
2727 Inland Avenue 
Dayton, Ohio 
HARRIS R. SYMES 
The Detroit Edison Company 
2000 Second Avenue 
Detroit 26, Michigan 
EDWIN W. GREENLEAF 
The Dow Chemical Company 
P. O. Box 500 
Gardena, California 
K. F. ANDERSON 
P. O. Box 1751 
Miami, Florida 
Belcher Oil Company 
HOWARD A. RUTLEDGE 
P. O. Box 1264 

Place d’Armes Station 
Montreal 1, Que., Canada 
(Fairchild Aircraft Limited) 
ARTHUR M. HVOSLEF 
230 Maple Street 
West Roxbury 32, Mass. 
(United-Carr Fastener Corp.) 


FREDERICK F. SCHANTZ 

58 Lincoln Avenue 

White Plains, New York 

(Ward Leonard Electric Company) 
GEORGE W. MANN 
Edward O. Budd Mfg. Co. 
2450 Hunting Park Avenue 
Philadelphia 32, Pa. 

E. M. STEMEN 
Edgewater Steel Company 
Box 478 
Pittsburgh, Pa. 
JOHN F. WEST, JR. 
Rheem Manufacturing Company 
401 Russ Building 
San Francisco 4, California 
WILLIAM J. L. TOWNSEND 
Canada Packers, Limited 

2200 St. Clair Avenue West 
Toronto 9, Ontario, Canada 








ARTICLES OF INTEREST 
TO INTERNAL AUDITORS 
WILLIAM Y. CARVER, Chairman of “Digest of Other Publications 


Committee” directs attention to the following articles of interest: 


Subject: Practical Financial Statement Analysis. 


By: 


ROY A. FOULKE, Vice President of Dun and Bradstreet, Inc. 
Published by McGraw-Hill. 


Among the recent books published, this is one which, while it may 
have m written primarily for the credit man, accountant, 
banker, etc., and not from an internal auditing standpoint, is of 
vital interest to the internal auditor, especially those who are re- 
sponsible for auditing statements submitted as a basis for acquisi- 
tion of new properties, and in the regular reviews by the internal 
auditor of affihated companies. 

Mr. Foulke presents his subject in a practical manner, with easily 
followed examples, covering all phases of the study of the balance 
sheet and profit and loss statements. 

A book which should be in the reference library of the Internal 
Auditing Department. 


Subject: Internal Auditing—What It Means to Food Processors. 


By: 


ARTHUR J. E. CHILD, Assistant Treasurer, Canada Packers Limited. 
Published in Canada Food Packer, February, 1946. 


Mr. Child, Vice President of Tue Instirure or InrerNat AvuopI- 
TORS, presents in the article a well-rounded viewpoint of the func- 
tions of internal auditors and, by discussing the organization of an 
Internal Auditing Department in his concern, emphasizes the 
advantages of an Internal Auditing Department to any company. 
A very readable article. 


Subject: Employee-Safeguard of Audit Control. 


By: 


JAMES E. POTTS, Assistant Vice President, First National Bank, 


Boston, Mass. 
Published in National Auditgram, February, 1946. 


The address given by Mr. Potts before the Boston Conference of 
Bank Auditors and Comptrollers outlines the advantages, to aud 
itors and their organizations, of verifying the existence of internal 
controls in banks as a means of protection, not only for the bank, 
but for the human relationships of employees. 

While the address covers banking situations, the same principles 
are applicable to all business organizations. 


Subject: Internal Auditing Objectives. 


By: 


DONALD S. GRUBBS, Treasurer, Pitrsburgh Chapter, The Institute 


of Internal Auditors. 
Published in The Controller, February, 1946. 


Mr. Grubbs presents a well-rounded paper on the objectives of 
internal auditing procedure with emphasis on the presentation of 
auditor’s findings and recommendations by means of brief, pointed 
and well-thought-out audit reports. His discussion of the prin 
ciples of pes reporting might well be incorporated in the intro 
ductory sections of all audit manuals. 
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FIDELITY LOSS PREVENTION” 


By C. A. SULLIVAN 


LIBERTY MUTUAL INSURANCE COMPANY 
BOSTON, MASSACHUSETTS 


OSSES caused by infidelity of employees seldom arise from pre- 

meditated theft. To the contrary, it is usually a simple case of 
“borrowing,” with full intent to return the money by next pay day. 
Perhaps there is a sudden pressing need for extra money to pay un- 
expected medical or hospital bills. But more often the “loan” may be 
taken for sheer love of slow horses or fast women! Gambling in all 
forms is another basic factor leading to many eventual defalcations. 


That’s the first step—‘“borrowing.” But, if the “loan” is not dis- 
covered immediately, the other steps follow easily. Before long, the 
employee discovers to his horror that he has become a criminal. 


A 53-year-old woman, the cashier of a publishing house for 
over 20 years, needed money to pay some unexpected medical bills. 
She “borrowed” it from her cash receipts, and kited subsequent 
receipts to prevent discovery. This was easy! Nobody looked for 
the money, so she took a little more. Eleven years later, when 
she was caught by the public accountants, she “owed” $2,700! 
Her 34 years of employment had made her a typical trusted em- 
ployee. 


Much time and money are devoted by the life, fire and casualty 
insurance companies to the prevention of losses which would be cov- 
ered by their insurance contracts. This is not done from a selfish 
viewpoint—it has come to be recognized as an essential part of the ser 
vice sold to the policyholder. 


Similarly, under our Fidelity and Crime coverages, we recognize 
the opportunity and obligation to serve our policyholders by helping 
them to control losses and insurance costs. In connection with Fidel- 
ity Bonds, for example, our first step in this direction is to solicit bond- 
ing applications covering past records of the employees to be bonded, 
to be used in our own investigation to determine their eligibility for 
bonding, and their general desirability as employees. 





*Paper given at the February 1946 meeting of the Philadelphia Chapter. Mr. Sul 
livan is a member of the New England Chapter. 


31 





32 The Internal Auditor 


As an application comes in, it is dated and numbered, and routed 
to a First Reference Department, where reference forms are sent out 
to each former employer shown on the application. At this point care- 
ful scrutiny is given to the continuity of employment for a period of ten 
years, watching for gaps that might be indicative of failure by the ap- 
plicant to give us the whole story. A gap in 1932 or 1933, for instance, 
might be caused by general lack of work for which the applicant could 
qualify. But, on the other hand, it might be caused by the applicant's 
reluctance to admit he had been a bootlegger, or had spent time in jail; 
so further inquiry would be in order. 


Not much time is spent investigating personal references, since it 
is common knowledge that these will be selected on the basis of the 
best possible responses to inquiry. 


If no answer is received from a business reference, we correspond 
with the applicant to obtain an explanation. If a satisfactory one is 
forthcoming, the matter is straightened out quickly. If the applicant 
ignores our request for further information, we then seek the bond- 
holder’s assistance, and usually obtain good cooperation. When all 
these methods fail, we may cancel coverage on the employee and wait 
to see what happens, When cancellation is justified in such cases, we 
seldom hear further from the employee. But when cancellation is un- 
just to the employee, he will immediately do all in his power to clear 
the record. 


Further information, if desired, may be obtained through banks 
or business concerns with whom the applicant may do business, or by 
use of credit or character reports obtained from Dun & Bradstreet, Re- 
tail Credit, Hooper Holmes or similar organizations. On occasion we 
may even use one of our own claim investigators to obtain elusive in- 
formation of major importance. 


It’s a pretty hard knock to a man when he is refused a bond, and 
for this reason we make every effort to obtain accurate and sound in- 
formation on which to base our decisions. Even so, we occasionally 
find that we have been led astray by prejudicial information furnished 
by a former employer who bears some sort of personal grudge against 
the applicant. Fortunately these cases are rare, and when we do learn 
the facts, we take immediate steps to rectify the error. 


Sometimes, too, there is considerable pressure brought upon us by 
a bondholder to reconsider our refusal to bond a particular man, on 
the basis of unfavorable information disclosed by our investigation.’ If 








Fidelity Loss Prevention 33 


the argument advanced by the bondholder is strong—and it has to be!— 
we may make allowances in view of extenuating circumstances and 
bond the man (possibly with a Personal Cash Bond). As a rule, how- 
ever, we don’t like to do this, for experience shows that in the majority 
of cases, if a man errs once, he will again when he gets what he 
thinks is a good chance. Here’s an example of how this sometimes 
works out: 


One of our bondholders, a large manufacturer in New York 
State, sent us a bond application covering a vice-president. 


We made our regular investigation and found that the man was 
wanted by the Burns Detective Agency as a forger. 


We then cancelled the applicant’s name on our bond. 


Our cancellation letter had no sooner arrived in the bondholder’s 
office than we received a telephone call from our branch office. 
He said our bondholder was much perturbed because we had can- 
celled their vice-president’s name on the bond, and wanted our 
manager to go there immediately to discuss the case with their 
officers. 


The manager took the train that night and next morning met 
the officers, and at a meeting of the Board of Directors he ex- 
plained the investigation as we had made it. 


It seems the bondholder had also investigated the man, but had 
based their investigation on the extent of his entree into social 
clubs and business houses and, as a result, found he was just the 
man they wanted. 


We explained that because of the adverse information we had 
secured, we were standing on our declination, and coverage of the 
vice-president remained cancelled. 

The bondholder agreed to all this but decided they would re 
tain him in their employment anyway, and would watch him 

One year later the vice-president absconded with a considerable 
sum—$30,000! 

So much for curbing losses by assisting the bondholder in select 
ing desirable and trustworthy employees, and weeding out those with 
unsavory past records. That’s only the beginning! 





As we all know, once the employer has obtained a well-rounded 
and qualified staff, he cannot afford to drop his guard. It is still ad- 
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visable to maintain a system of safeguards against depredations, for 
experience shows that even the most trusted employee may, under ad- 
verse circumstances, succumb to temptation. With copious facilities at 
his disposal, and in the absence of effective controls, he may succeed 
in concealing manipulations for months or years, during which his 
peculations could attain ruinous proportions. 


A few years ago we made an analysis of fidelity losses paid over 
a five-year period, covering 2651 claims aggregating $1,192,111, which 
showed the positions held by the various defaulters. Salesmen were 
found to constitute the greatest proportion of defaulters, having been 
involved in 50% of the cases reviewed. But the average loss on sales- 
men was relatively low—$209 each, usually arising from the conver- 
sion of collections from their customers. Next in frequency came 
managers, comprising 10% of the cases studied. As might be expected, 
their average loss was higher, amounting to $976. Claims involving 
presidents amounted to about 4% of 1% in frequency, but topped the 
list in severity per claim, averaging $40,883. Next in severity were 
paymasters, at $10,238 each, followed by personal secretaries at $5,426, 
treasurers at $3,674 and credit men at $3,611. Although the frequency 
of losses caused by employees in important positions is low, it is ob- 
vious that when they do occur, they are apt to be of substantial a- 
mounts. 


One of our more recent cases involved the former treasurer of a 
large company a few hundred miles from here who, to all appearances, 
was a pillar of the church. His company, it seems, undertook certain 
ventures jointly with other companies, and for the purpose of dividing 
the proceeds maintained a separate bank account which held at all 
times some 300 to 500 thousand dollars awaiting distribution. This 
account was segregated, and was not carried on the general books of the 
company. Worst of all, it was under the sole supervision and control 
of the treasurer, and was never audited! Shortly after the treasurer 
retired, it was decided to bring the account onto the books, but all ef- 
forts to balance the actual cash against known liabilities were futile. 
The former treasurer was called in and asked to assist in unraveling 
what appeared to be a long-term accumulation of bookkeeping errors 
in the account, and spent almost a year working on the job with the 
company’s public accountants. By that time it became obvious that 
little progress was going to be made, so he was confronted with the 
shortage and asked for a better explanation. After extensive question- 
ing he finally admitted that he had helped himself to the money in the 
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fund over a period of 25 years, to the tune of $110,000! 


Now here was a man with a substantial position, drawing a salary 
of perhaps $15,000 a year, who, in the absence of adequate internal con- 
trols, found it easy to get away with all he wanted—his limit, his own 
desire. And yet—he was the typical trusted employee who could do no 
wrong! 

In considering a case like this, two things become obvious: 


(1) With human frailty what it is, an employer must protect 
himself against embezzlement; 


(2) He must also face his moral obligation to protect his em- 
ployees from their own potential weaknesses. 


In short, temptation must be reduced to a minimum. This can 
only be done by the installation and rigid maintenance of an effective 
system of internal control over income and assets—safeguards to be 
welcomed by honest management who wish to promote the confidence 
and trust so necessary for effective administration. 


Now this is where you, as internal Auditors, step into the picture. 
In the course of your work, you are constantly in touch with the intri- 
cate details of your own system of controls. Your main function, to be 
sure, is to examine and audit all transactions, and report on their pro- 
priety. Any seeming irregularity would, of course, be subject to in- 
vestigation as a possible clue to an attempt to circumvent normal 
routine for the purpose of converting company property to personal use. 
For, despite the existence of protective devices and procedures, one must 
not be lulled into a false sense of security. It must be recognized that 
no system exists that can’t be beaten if vigilance is relaxed. (But we 
can still strive for perfection!) 


Fortunately, only a fraction of 1% of employees are dishonest. 
Nevertheless, it is impossible to forecast just where or when this mi- 
nority is going to turn up. Remote as the possibility may seem that it 
can happen here, the price of immunity is constant vigilance. 


Many of our bondholders have systems they regard as adequate 
to their needs. With limited experience in the investigation of defal- 
cations, and in the absence of an internal auditing staff, they may not 
recognize some of the actual weaknesses in their systems, each of which 
may be an open invitation to an unscrupulous employee to convert his 
employer’s property to his own personal use, without fear of early dis- 
covery. A bonding company, on the other hand, has investigated 
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thousands of actual losses caused by embezzlement, and becomes well 
acquainted with many types of obscure weaknesses that make these 
depredations possible. 


From our knowledge of the methods used by unscrupulous em- 
ployees in defrauding their employers, it seemed to us that we should 
do something to share our experience with others, who might be able 
to use it to their own benefit. Hence, over the past six years, we have 
developed our Loss Prevention Accounting Survey—a complimentary 
service for our bondholders, designed to uncover and remedy weak- 
nesses in systems of internal control which we recognize as being con- 
ducive to fidelity and crime losses. 


These surveys are made by Auditors who have been given special 
training for this work, which includes a comprehensive study of the 
causes of actual fidelity losses. By discussion with department heads 
of the functions of their departments, together with actual observation 
of the work during its performance, the Auditor becomes familiar with 
the bondholder’s system of internal control, and describes it and its ap- 
parent weaknesses in an extensive questionnaire we have developed for 
this purpose. 

We are particularly concerned with the accounting and physical 
controls over assets, income, and expenditures. The succeeding para- 
graphs outline the method of approach in checking these controls in 
some of the more important aspects. 


CASH RECEIPTS 


We have arranged our surveys in what we feel is a logical se- 
quence according to normal accounting routines, and usually begin in 
the mail department where the routine for handling customers’ re- 
mittances starts. There, for example, we note the degree of supervision 
over the employees who open the mail, and inquire as to the amounts 
of currency which may be received in this manner in the course of an 
average week. Next we determine whether any recording is made in 
the mail department of such remittances before they are passed along, 
and then follow the receipts to the next point of handling. This usually 
takes us to the cashier’s cage, where all cash handling routines are ob- 
served to and including the preparation of deposits. At this point we 
observe the physical structure of the cashier’s quarters, looking for 
such things as open safes, unlocked doors, open cash drawers or boxes 
within reach of passersby, casual access to the quarters by employees 
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who have no business there, the manner of transacting business with 
customers or employees applying for petty cash, and so forth. 


In a Mid-Western department store not long ago, where funds 
amounting to as much as $200,000 were constantly on hand in the 
cashier’s cage, we found a list of 18 employees posted on the wall. 
Inquiry disclosed this to be a list of employees without regular 
duties in the cage who, nevertheless, were permitted access 
to the department for various reasons. When we pointed out that 
uncounted money was lying around and that difficulty would be 
encountered in trying to find out who helped himself if some dis- 
appeared, it was decided that the extra employees didn’t really 
need to enter the cage at all. 


Another thing we look for in connection with deposits is whether 
a duplicate deposit slip goes to the bank for certification by the bank 
teller and is returned to some person other than the one who prepares de- 
posits. This may seem like a trivial matter (but it is surprising to find 
it overlooked as frequently at it is). Also amazing to note is the fre- 
quency with which bank reconciliations are made by those who prepare 
deposits and, in many cases, draw checks as well. Many fail to realize 
how simple it is for a cashier to falsify his cash records, if he’s so mind- 
ed, by faking deposits and subsequent reconciliations of the bank ac- 
count. All he needs to do to strike an apparent balance, for example, is 
to run an adding machine tape on outstanding checks and show a fake 
total—reduced by the amount of his shortage—to carry into his recon- 
ciliations. The only prerequisite is that there be checks outstanding in 
sufficient volume to cover the shortage and still leave a total on the 
tape that will not be obviously incorrect. To be sure, he may be lim- 
ited in the amount he can get away with in this manner, but this may 
be only one of several methods used concurrently to cover up a short- 
age. True, too, he may be caught by the Public Accountants at their 
annual audit, but he might have a whole year in which to get away 
with it. The publishing house cashier, cited earlier, managed to ma- 
nipulate her duplicate deposit slips for 11 years betore she was caught! 
—chiefly because she didn’t have to send a duplicate to the bank, where 
discrepancies might have been noticed. 


PETTY CASH FUNDS 


While in the cashier’s section we usually review petty cash pro- 
cedures, and look for such things as vouchers prepared in pencil, vouch- 
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ers on which numerals, only, are used to show amounts paid, or vouch- 
ers on which no approvals or payees’ signatures are shown. We also 
examine the entire contents of the petty cash box, and observe whether 
any personal checks are in it which bear old dates, or if there are any 
1.0.U.’s carried as part of the fund. We inquire into the manner in 
which checks are cashed for employees—with or without approvals— 
and the manner in which advances to employees, if any, are handled. 
Next come the reimbursement procedures—what determines the a- 
mount of each disbursement, their frequency and magnitude as com- 
pared with the amount of the fund; who prepares and who signs the 
reimbursement checks; who is named as payee; what happens to the 
vouchers at reimbursement—are they audited, cancelled and filed in 
such ways that they could not be used again in a fraudulent manner? 


This may sound like a lot of time and detail work to put in on a com- 
paratively minor function of a business. But you might be surprised 
to learn how many fidelity losses actually get their start in manipula- 
tion of a petty cash fund. For example, if a petty cash voucher is pre- 
pared in pencil, using numerals only, it doesn’t require much effort by 
a dishonest cashier to rub out the figures shown, insert new ones, and 
pocket the difference. While the amount thus obtained might be small 
in a single instance, limited by the reasonableness of an expenditure, a 
concerted effort over an extended period of time might well result in 
a loss of considerable magnitude. Similarly, even though petty cash 
vouchers be prepared in ink, a loss can result if the cashier has access 
to a file of old vouchers for which he has previously been reimbursed, 
provided they have not been cancelled in some distinctive manner. 
All he would need to do would be to change the dates shown and put 
them through again. This would be particularly easy around the first 
of any calendar year, when many forgetful persons show the old year 
rather than the one just begun. An obvious change of the year might 
well pass audit as an assumed correction of an error due to force of 


habit. 
CASH DISBURSEMENTS 


And so, after completing our review of petty cash procedures, we 
pass along to general cash disbursements. At this point we study the 
controls over check preparation and issuance, including the auditing 
of supporting documents and authorization of payments. Among oth- 
er things we make a point of ascertaining is whether any circumstances 
ever necessitate the signing of blank checks—and it is surprising to note 
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how frequently we do encounter this loophole—or whether checks are 
ever made payable to “cash” or “bearer” and, if so, the nature of the 
circumstances. We also study controls over the use of facsimile sig- 
nature plates or stamps. Here, again, we notice as to whether documents 
supporting disbursements are distinctively cancelled so as to prevent re- 
use in a fraudulent manner. We inquire into the manner of the transmit- 
tal of checks issued, to make sure that none is delivered by employees who 
might be in a position to bring about the issuance of checks to fictitious 
payees, with intent to forge endorsements and convert the proceeds to 
personal use. We study the controls over receipts and disbursements 
at branch locations, and the manner of handling transfers of funds 
from one bank account to another, with particular attention to any 
special bank accounts carrying dormant balances. 


ACCOUNTS PAYABLE AND PURCHASES 


Our next subject is usually accounts payable and the purchasing 
routine, which includes both raw materials and supplies. After that 
we deal with sales and accounts receivable, then payroll disburse- 
ments, inventories, notes receivable, fixed assets controls, and invest- 
ment securities. 


Space hardly permits lengthy treatment of each of these major items. 
Obviously there are a lot of details involved which we have not even 
touched upon, but the illustrations used will give you some idea of the 
broad scope of our surveys, and the extent to which we review all 
phases of the bondholder’s accounting systems. 


Examination of a questionnaire form we use in making surveys 
might create the impression that our survey consisted of a “question 
and answer period.” This, however, is not the case. Each Auditor is 
sufficiently familiar with its contents and continuity to permit him to 
use it merely to check himself, to make sure that no salient feature of 
the bondholder’s system is overlooked. The answers called for are 
recorded unobstrusively as the survey progresses as, for example, dur- 
ing interruptions caused by telephone calls or by other matters requir- 
ing immediate attention of the person with whom the Auditor is work- 
ing. The most essential aspect of the survey is the Auditor’s actual 
observance of each function during its performance, which we find to 
be far more effective than attempting a review while sitting at the desk 
of one who may—or may not—know all the answers. 


At the completion of each survey, the Auditor discusses his find- 
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ings with an executive responsible for internal controls, and makes 
oral recommendations toward elimination of the loopholes disclosed. 
His completed questionnaire then serves as the basis for the Auditor’s 
written report which, with the recommendation, is submitted for Home 
Office review and release. With each report sent out, goes a copy of 
our booklet, “Loopholes and Losses.” 


In our letters of transmittal, we stress that our surveys do not 
constitute a detailed audit, and suggest that such an examination would 
properly be within the functions of our bondholder’s own internal 
auditors or Public Accountants. 


Some of you may already know about the discounts applicable in 
computing bond premiums. A five per cent credit is allowed by some 
companies in respect of Schedule Bonds written in amounts of $100,000 
or more, and Blanket Bonds with annual premiums of $100 or more, 
under each of the following conditions: 


(1) If internal audits, covering all branches, if any, are made 
at least quarterly, including verifications of cash and bank 
balances, and a testing, at least annually, is made of accounts 
receivable and the physical inventory, as well as a checking 
of all securities. 


(2) If an audit, covering all branches, if any, is made at least 
annually by independent Certified Public Accountants, in 
accordance with standard procedures, including the verifica- 
tion of cash and bank balances, the testing of accounts re- 
ceivable and the physical inventory, and the checking of all 
securities. 


Our Auditors are not insurance salesmen, in the usual meaning of 
the term, but it is part of their obligation to the insured to look for in- 
surable hazards against which the policyholder obviously is insuffi- 
ciently protected, and point them out. We feel that our survey would 
be incomplete if we failed to focus attention on methods by which 
losses could be sustained which would not be recoverable under the 
existing insurance contract. 


Since 1940 we have made over 400 surveys in almost all parts of 
the country, covering a great variety of industries—large and small. 
That these surveys have been uniformly well received is attested by 
many letters subsequently received from our bondholders, expressing 
favorable comment and appreciation for the service. 
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This is our answer to a criticism of bonding companies in gen- 
eral which appeared in a recent article. Exception was there taken 
to the failure of the fidelity insurance industry to recognize its re- 
sponsibility to its policyholders in the matter of preventing losses, as 
a logical part of the service sold. Although this is an expensive service 
to offer on a complimentary basis, we can see a big need for it, and 
consider it to be something to which a bondholder is entitled. 


We have two other methods of helping to curb losses: 


(1) In auditing actual losses reported to us by our bondholders, 
we always make a point of ascertaining how a loss occurred, 
how it was concealed, and what brought about its exposure. 
We then devise means of preventing recurrences, in the form 
of recommendations for improvement of existing procedures 
which permitted the loss to remain undetected. 


(2) We use the data secured by case studies in the preparation of 
articles dealing with the suppression of embezzlement, for 
publication in trade periodicals. 


During the war, fidelity losses reported to us were below average 
in frequency. We have little doubt that they occurred with ordinary 
regularity. But war conditions acted to prevent adequate controls to 
curb losses and, in many cases, prevented or postponed proper investi- 
gations of losses actually known to have occurred. But as conditions 
return to normal, we can expect to see reported losses rise sharply in 
the near future, both in frequency and magnitude. 


THE DICTIONARY HABIT 


The dictionary habit is one habit which, once acquired, you will 
never abandon. No one lives who is so erudite that he never needs to 
consult a dictionary, and no literate person who consults a dictionary 
whenever he hears or reads a word whose exact meaning he does not 
know can fail to become erudite. Accountants, whose work involves 
meticulous accuracy, should carry that urge for accuracy over into 
their use of the spoken and written word. With their fine flair for 
taking pains they should write and speak superlatively well. 


—Jenniz M. Paren, Vice President, 


American Woman’s Society of 
Certified Public Accountants. 











A JOINT AUDIT 


OF A LARGE DAIRY PRODUCTS COMPANY* 


By LEROY H. COLE 
LESTER HERRICK and HERRICK 


HE purpose of this paper is to describe as briefly as possible some 

of the features of a joint audit program of our firm and one of our 

client’s internal auditors which has been in successful operation since 
1937. 


The groundwork for this joint audit program was laid at a meeting 
attended by representatives of our firm and officials of our client after 
a study of working papers prepared by our client’s internal audit staff 
covering a typical plant. This meeting was held after visits by our 
representatives to several of the plants. The purpose of the meeting 
was not so much to discuss possibilities of minimizing the audit fee but 
more to provide for the greatest possible audit protection with the least 
duplication of effort, and, at the same time, to better the effectiveness 
of both the internal auditor’s and public accountants’ work as far as 
administrative control was concerned. 


Another factor considered in proposing the joint audit program was 
that, in connection with certain verifications, the internal auditor’s 
familiarity with the company’s operations would enable him to notice 
irregularities that might not be apparent to an outsider, and that it 
would be to the advantage of the public accountant to utilize this 
knowledge. Still another consideration was the desire of the company’s 
officials to issue financial statements as soon after the close of the fis- 
cal year as possible; and the joint audit program has been a major fac- 
tor in expediting the early completion of these statements. 


In considering a specific case of internal-external audit coopera- 
tion, as we are doing, it is necessary to understand that the program 
described was designed to fit the particular conditions of a specific 
company, and that it might be wholly inapplicable under other condi- 
tions. 


In this client’s organization the accounting activities are decen- 
tralized to an extended degree. The company has one or more manu- 


*A paper presented at a meeting of the San Francisco Chapter, September, 1946. 
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facturing or distributing plants in 30 cities and towns, in each of which 
locations, with a few exceptions in the case of closely related plants, an 
entirely independent set of accounts is maintained. Each plant pre- 
pares monthly balance sheets and profit and loss statements which in- 
clude charges for the branch share of general corporate overhead ex- 
pense and income tax provision. The statements of the company as a 
whole are therefore essentially consolidations of those of the individual 
component plants and branches. 


From an auditing standpoint, this decentralization of the account- 
ing function breaks the whole job up into relatively small and easily 
controlled units. It permits audits to be made at different plants as of 
different dates, and reduces the work involved in reconciling balances 
from the audit date to the year-end. It permits the simultaneous use of 
a uniform audit program by auditors at different plants, and per- 
mits a large crew to be working on the job without getting in each oth- 
er’s way, as is often true when all the accounting records of a large 
corporation are in one office. On the other hand, this decentralization 
increases the need for detailed auditing because other forms of internal 
control, such as division of functions and responsibilities, are lessened 
where there are only a few persons in each office. 


The company’s internal auditing function is performed by three 
classes of employees: (1) The office managers; (2) the district account- 
ants; and (3) the members of the internal audit staff. 


At the beginning of each year the office manager is given a de- 
tailed audit program which he is required to follow as of four different 
dates during the year, the working papers for such audits being kept 
in a regular working paper folder. The purpose of the office manager’s 
audit is to make sure that he gives periodic systematic attention to the 
details of the work being done by persons under his supervision, and 
elso to facilitate the preparation of schedules and analyses that will be 
used by the internal audit staff and the public accountants. Such 
schedules and analyses can be prepared more efficiently by the office 
manager because of his greater familiarity with the various records. 


As there are more than one hundred different items to be verified, 
schedules to be prepared or operations to be performed, I will not go into 
the details of the program but will give you just a few examples of some 
of the things that the office manager is required to do. 


In connection with his audit of cash, the office manager substitutes 
for the cashier for a day or more if necessary, to afford himself an op- 
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portunity to review the cashier’s work and determine that no irregu- 
lar or unusual procedures exist and that the best possible internal con- 
trol is in force. 


The office manager, or his representative, in the presence of the 
plant foreman, makes a physical count of selected products at every 
month-end. 


The office manager reviews the property tax assessments with the 
plant manager and determines that all possible exemptions are being 
taken and that the company’s valuations are filed on a fair and com- 
parable basis, and that the company is paying only its just share of 
such taxes. 


Test checks of certain products as shown by the load and sales 
sheets are made against the sales tags for selected periods. 


The office manager is required to scrutinize production yields, 
processing losses and product overages and shortages, and to bring any 
excessive amounts to the attention of the piant manager. 


Another audit program covering additional procedures is followed 
by the district accountants in auditing the offices under their super- 
vision. These audits are usually made four times a year. 


The district accountants’ program calls for more than 150 different 
items to be checked or reviewed, such as the following: 


(1) The disbursement vouchers for a selected period are reviewed 
to see that they are properly recorded and bear the approval of the 
plant manager or his authorized representative, and that distributions 
are correct. 


(2) The revolving fund bank statement is obtained direct from 
the bank, immediately upon arriving at the plant, and an independent 
bank reconciliation is prepared. 


(3) Independent of the plant, a computation is made from sales 
recapitulations of one month’s sales and reconciled with the debit to 
accounts receivable control. 


(4) Analysis is made of dumpage, breakage, donations, processing 
losses, and overages and shortages, and comments made on reasons for 
any excessive amounts, 


(5) Lists are made of all obsolete, slow-moving or excessive sup- 
plies on hand, and a copy mailed with comments to the General Audi- 
tor in San Francisco. 
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(6) An inspection is made of all major capital additions in order 
to see that they actually exist and comply with approved work orders. 


(7) During the course of the audit all employees on the current 
payroll are accounted for by direct contact or other satisfactory evi- 
dence. 


Both the office managers’ and district accountants’ audit papers 
are, of course, considered confidential but are available to the members 
of the internal audit staff and the public accountants. 


In addition to the work of the office manager and district account- 
ants, each branch is audited by a member of the internal audit staff at 
least once a year, and, in most cases, twice a year. This auditor, who in 
nearly all cases has had public accounting experience, usually sub- 
stitutes for the district accountant at one of the regular audit dates. He 
follows the district accountant’s program and brings the audit folder 
up to date. The date selected for this audit is usually not known be- 
forehand by the district accountant or the office manager. 


While much detailed checking and preparation of schedules and 
analyses are done by the office manager and district accountant, there 
is still a great deal of work that must be done by the auditing staff, for 
two reasons: 


First, the accounting department as represented by the office man- 
ager and district accountant is primarily concerned in record keeping, 
and its members do not view transactions with the critical attitude of a 
professional auditor. Second, they cannot of course be expected to 
audit their own work. The internal auditor therefore is responsible for 
a complete verification of the plant’s accounts, but he makes use of 
the work done and the conditions disclosed by the audits made by the 
accounting department. His working papers and comments are filed 
in the district accountant’s set of working papers. 


The procedures followed by the office managers and district 
accountants were originally outlined by the internal audit staff of the 
company and have since been periodically revised as the result of ex- 
periences of both the internal auditors and the public accountants. In 
February or March of each year the internal auditors, district account- 
ants, or one or more representatives from our firm usually hold a meet- 
ing at which the work of the past year is discussed and suggestions made 
for the coming year. 


In the fall of each year another meeting is held at which plans are 
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made for cooperation in the year-end examination. Effective audit 
dates are determined for each plant, depending on the size of the plant 
and travel schedules. As a general rule the smaller plants are audited 
as of October 31 or November 30, with December 31 reserved for the 
larger plants. The company’s auditors take the responsibility of audit- 
ing approximately half of the plants, while we take the others. The 
assignment of plants is made so as to allow us to audit each plant at 
least once every two years, except that we include the larger plants 
every year, and, further, it is also understood that we have the right to 
visit any of the plants assigned to the internal audit staff if we consider 
it necessary or advisable. Beside this division of plants for the annual 
audit, the internal auditors and public accountants also cooperate in 
seeing that observers are present at the year-end inventory wherever 
there are substantial quantities involved. In making their examination 
the internal auditors follow standard audit procedures, and their reports 
and working papers are made available to us. Similarly, in our exam- 
ination, we are on the alert for items that may be of interest to the in- 
ternal auditing staff even if not important for our purposes. Through 
periodic informal letters we pass on our findings, comments or sug- 
gestions to the company. 


Because of the company’s systematic audit procedure the 
number of days we must spend at each plant is considerably re- 
duced. The reduction is not so much in the number of 
verifications that must be made but in the extent of each. In other 
words, if the district accountant’s working papers show thet accounts 
receivable have been confirmed regularly throughout the year, and the 
signed confirmations are on file for our inspection, we can considerably 
reduce the number of confirmations we send out. In most of the plants 
the petty cash funds are so well controlled and so small in relation to 
the other assets that we seldom count them ourselves when the office 
manager’s and district accountant’s papers show details of periodic 
counts. In countless other instances we can rely on the work done by 
the internal audit staff and, instead of duplicating this work, 
we try to maintain constant vigilance for procedures that may have 
been omitted, or loopholes that have not been plugged. 


All of the plants which we assign to the internal audit staff for 
year-end audits have effective audit dates either as of October 31 or 
November 30. After the audit is completed the papers are sent in to 
our office for review so that, if necessary, we can note any unusual cir- 
cumstances or variations in account balances which should be followed 
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up. Also, after the close of the year, all papers are reviewed to see that 
nothing has developed since the effective audit date (if other than 
December 31) and the regular year-end audit of the office manager 
and district accountant. 


The internal auditor’s job is to protect the company against errors 
and questionable acts of employees, and to see that management's 
policies are carried out. As long as the public accountant makes suf- 
ficient checks to assure himself that the internal auditors are perform- 
ing their functions capably and vigilantly, great reliance may be placed 
in instances where the auditor is independent of the operation or de- 
partment being audited. But in the survey of the company’s accounting 
policies and the actions and decisions of the accounting executives and 
of the general company management, the public accountants must 
take full responsibility. In the matter of depreciation rates or charges 
to repairs the internal auditors have done their job if they determine 
that the rates or charges are made in accordance with the company’s 
manual. It is the public accountant’s job to determine whether the 
prescribed rates are out of line or whether the items charged to repairs 
should have been capitalized. - Similarly, a contingent liability may 
exist for retroactive wages, for possible damages in a lawsuit or for 
other occurrences that might affect a large-scale corporation. Whether 
the amount the management has provided is inadequate or excessive 
must be weighed by the public accountant. Also the review of the 
year-end audit adjustments, the general procedure of consolidating the 
reports and statements of plants and subsidiaries, including the elimin- 
ation of reciprocal accounts and inter-company profits, must be the 
sole responsibility of the public accountant. 


Up to this point I have tried to give you a picture of the way a 
particular joint audit is conducted in practice. I hope some parts of the 
outline I have presented will apply to your own companies. Perhaps 
some of you now have ideas as to changes that might be made in this 
program as presented. Personally, from a strictly audit standpoint, I 
would prefer to see the majority of the work that is now done by the 
office managers and district accountants taken over by the internal 
auditing staff. But the present plan has many advantages from the 
company’s standpoint because a good part of the schedule and analysis 
work done by the office manager is really accounting work and is in- 
tended to save time, to cut down the number of reports required, and 
to avoid duplication of work in connection with our audits. Further, 
from an administrative point of view, the present system gives auto- 
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matic assurance that the office manager and district accountants will 
have full knowledge and control of the work being done under their 
supervision. 


THE ROLE OF ACCOUNTANTS 


IN THE FEDERAL BUREAU OF INVESTIGATION* 


By JAMES W. GOING 
SPECIAL AGENT, FEDERAL BUREAU OF INVESTIGATION, 
PHILADELPHIA, PA. 


ORLD War II added greatly to the responsibilities of the F.B.L. 

in the investigation of espionage, sabotage and subversive ac- 

tivities. It likewise increased our need for skilled, trained accountants 
many fold. 


Five years ago approximately 100 Special Agents were able to 
handle all of our accounting cases whereas today we have almost 500 
men who are accountants. The end of the war will see a continued 
need for accountants until the millions of war contracts let by the 
Government and its agencies are finally settled. 


In the beginning I would like to make it clear that the Federal 
Bureau of Investigation does not have two different classes of agents. 
We do have certain men who are trained in accountancy, and who per- 
form this type of investigation when it arises. Otherwise their work 
is identical with that of other Special Agents. The mental, physical 
and educational qualifications are the same. The accountants go 
through the same intensive sixteen-week training program as other 
agents and thereafter must qualify monthly in the use of Bureau fire- 
arms, including the pistol, rifle, shot gun and machine gun. Thus, 
when a bank robbery or kidnapping occurs, we find the accountant 
working alongside his fellow agents in seeking a solution to the crime. 
Or perhaps the assignment is shadowing a hi-jacking suspect or the 
friend of an escaped federal prisoner—it’s all a part of the job. It is 
this variety which makes the work of the Federal Bureau of Investiga- 
tion so interesting. 


*Paper presented at the January, 1946 meeting of the Philadelphia Chapter. 
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Contrary to general public opinion, all of our work is not con- 
cerned with criminal investigations. In fact, it is in the civil cases 
that our work most nearly parallels that of the public accountant. 


The F.B.I. provides the accountants who make the necessary 
audits for the Government in defending suits brought in the Court of 
Claims. We often hear it said that the Government cannot be sued. 
This is figuratively but not actually true as the Congress has provided 
a means of relief through the Court of Claims to contractors who feel 
that they have been damaged through some breach of contract by the 
Government. In bringing their cases to court, the plaintiffs prepare 
audits of their records to measure the extent of their claimed damages. 
It then becomes the duty of our accountants to check these audits and 
to prepare what we believe to be the proper figures. Often we find 
that the claim has been overstated, either deliberately or in good faith. 
The plaintiff will usually take advantage of any debatable points as it 
is only human nature to do so. Special Agents have been able to save 
the Government millions of dollars through their audits of these claims. 


The problem I spoke of relates to the application of overhead, 
which is primarily a cost accounting matter. Let us assume that “A”, 
a building contractor, secures a contract to construct a Federal Post 
Office within a period of 300 days. The building is delayed but is 
finally finished in 450 days, stretching out over parts of three years at 
a cost of $1,000,000. The contractor claims that the Government 
through failure to provide certain plans, specifications and models, was 
responsible for two-thirds or 100 days of the delay. Based on this, the 
contractor sues the Government for certain added direct costs of the 
job and for increased home office overhead expense. Total home of- 
fice overhead for the three years amounted to $630,000, while the total 
job costs of all the contracts was $20,000,000. The question now arises, 
how much should the contractor be allowed for central office over- 
head for the 100 days’ delay occasioned by the Government. These 
facts parallel the problem existing in three cases presently pending 
before the Court of Claims. This problem is an example of the type 
that is daily confronting our accountants. 


The Second World War greatly increased the number of cases in 
national defense matters requiring the services of trained accountants. 
Unfortunately, there has been no decrease in the number of ordinary 
peacetime criminal violations. We still have our share of the crooked 
bankers, the shady bankrupcty racketeers and assorted flim-flam art- 
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ists. As witness to this, we have had a number of large shortages in 
banks here in Pennsylvania during the past three years. One banker 
in Pittston was found to be short $210,000 in his accounts. This case 
was investigated by Special Agents and resulted in the conviction of 
four persons, including one individual outside the bank who was 
charged with aiding and abetting the banker. While this case was 
being investigated, another small case arose in a bank directly across 
the street. This involved a shortage of only $600, but the nature of the 
violation was such that it required almost as much time and effort to 
solve this case as it did the larger one. 


A bank case was completed not long ago in Philadelphia where 
the subject stole $70,000 from various church funds. Another case 
recently concluded involved a shortage of $174,000 at a Duncannon, 
Pennsylvania, bank. The money was lost in the stock market and in 
operating a chicken farm. The largest shortage in a Pennsylvania 
bank happened a few years ago when a general ledger bookkeeper at 
Lancaster fled after losing $307,000 playing the horses. He is now 
serving ten to twenty years. At practically the same time, three em- 
ployees of a Philadelphia bank lost $180,000 the same way. They each 
received five year sentences. 


It is interesting to observe the lengths to which some criminals 
will go to cover up their crimes. The Bernard Click case is a good ex- 
ample of this. This case was reported to the F.B.I. as an armed rob- 
bery of the Killbuck Savings Bank Company, Killbuck, Ohio. Click, 
the cashier and secretary of the bank, was found unconscious on the 
floor by other employees when they returned from lunch. Click 
announced that he had been robbed by two individuals whom he des- 
cribed in great detail. A count of the bank’s cash showed that $8,235 
apparently had been taken by the robbers. Strangely enough, there 
were no witnesses to the robbery in the entire town of Killbuck, and 
investigation for the purpose of determining the identity of the rob- 
bers did not meet with success. 


There happened to be a number of circumstances which made 
our agents and local authorities suspicious of Bernard Click himself. 
After several days of fruitless investigation, it was decided to have an 
accountant check the bank’s records. Almost immediately a shortage 
of $5,500 was discovered for which Click admitted responsibility. 
However, he maintained this shortage occurred following the date of 
the robbery and still insisted that the robbery actually occurred. The 
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accountant continued his check of the records, and was soon able to 
show that a shortage had existed even prior to the robbery, while other 
agents checking on the outside were able to confront Click with proof 
of expenditures greatly in excess of his income. He then admitted 
that the robbery had been a hoax and that his entire shortage was 
$13,735. In his confession he stated that he deliberately built up the 
supply of currency in the bank and on the date of the alleged robbery 
removed $8,235 which he placed in a safe deposit box. He then pur- 
posely struck his head on a marble counter of the bank and knocked 
himself out. He was actually unconscious when discovered by other 
employees. Upon his plea of guilty, he was sentenced to a term of 
four years in a Federal Penitentiary. 


At this point, it might be well to distinguish our work from that 
performed by National Bank Examiners. Our agents are not bank 
auditors in the strict sense of the word, although we do conduct what 
amounts to detailed audits at times. Our agents are criminal investi- 
gators and are called into the scene only when there is something defi- 
nitely wrong or when there is a strong suspicion that an irregularity 
exists. Bank examiners frequently report to the F.B.I. the irregular- 
ities uncovered during the course of their audits. It is then our job 
to gather the legal evidence necessary for conviction. 


Often, shortages are discovered by officers of the bank through 
some slip on the part of the embezzler. In many instances, the person 
or persons responsible have absconded. It then becomes our duty to 
locate and apprehend the fugitives and to secure sufficient evidence to 
prove their guilt in court. I cannot stress the latter angle too much. 
There is a vast difference between knowing who is guilty of a crime, 
and presenting the proper legal evidence in court which will withstand 
all cross-examination and all tests of admissibility. 


The Special Agent’s approach to a bank embezzlement investiga- 
tion is somewhat different from that of the public accountant. The 
public accountant is interested primarily in preparing a claim for his 
client, the bank, on its surety bond. He seeks to determine rapidly the 
amount of the shortage, where it is centered, and the person respon- 
sible. He is not particularly interested in when the embezzlement 
occurred unless there is a question of more than one bonding company 
being involved. The F.B.I. investigator, on the other hand, is interested 
in the exact dates when the money was taken in order that a proper 
indictment may be drawn. He is likewise vitally interested in the 











52 The Internal Auditor 


scheme used to take the money and the methods used to cover up the 
shortage. This is valuable in determining whether there are others 
involved in the crime who were necessary accessories. He also seeks 
to determine the disposition of the money, first, to furnish corrobor- 
ating evidence that the particular employee embezzled it and, second, 
to determine if any person or persons outside the bank aided or abetted 
in the misapplication. Such are equally guilty and may be prosecuted 
as principals. Thus, the race horse bookie, who accepts large bets from 
a bank teller, knowing the money to be bank funds, can likewise be sent 
to jail. 


I previously stated that the F.B.I. does, at times, conduct examina- 
tions which are in the nature of audits. An example of this is found 
in a Waynesboro, Pennsylvania, bank case. National Bank Examin- 
ers reported to us a suspicious transaction involving a teller at the bank. 
A customer, who had a savings account, complained that he had not 
received sufficient interest on his account. The bank examined the 
customer’s pass book and found that a deposit of $500 credited to him 
on January 4, had not been posted on the bank’s savings ledger account 
until June 28. The customer usually dealt with the teller who had ac- 
cepted the deposit, but this teller was out of the bank when the cus- 
tomer came in to have his pass book balanced and the interest added. 
Questioned by bank officials, the teller readily admitted that he had 
accepted the deposit on January 4 and had not credited the account 
until June 28. His excuse was that in settling his work for January 
4, he found that he was $500 over, or “long.” He did not report the 
overage, feeling sure that the error would turn up within a day or two. 
Instead, a week passed without the error showing up, and he was then 
afraid to report his mistake fearing that he would lose his job for not 
having reported it sooner. The money was kept intact in an envelope 
which he hid from examiners when they next visited the bank. On 
June 28 he discovered that the customer’s account had not been credited 
with a $500 deposit which he had accepted on January 4. He then 
realized that this must be his overage of January 4 and that he must 
have misplaced the customer’s deposit ticket. To rectify the error, he 
put through a deposit to the customer’s account on June 28, using the 
$500 which he had kept in the envelope. The officers and directors of 
the bank, not being suspicious by nature, and being unfamiliar with 
the artifices used by embezzlers to hide their shortages, accepted this 
story at face value and retained the teller in the employ of the bank. 
When this incident was brought to our attention by Bank Examiners, 
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we realized immediately that the teller’s story was not convincing, and 
it appeared to be too well rehearsed. Accordingly, an accountant was 
sent to the bank to make a spot check. A thorough analysis was made 
of the bank’s work, transaction by transaction, for January 4 and June 
28, but no additional discrepancies were noted. All of the bank’s em- 
ployees were questioned closely for other unusual transactions, and 
the bank’s “short and over” account was scrutinized. 


Questioning of another teller with regard to a reported $75 short- 
age, revealed that a $75 check which he had cashed, had not been 
credited to him, but had appeared in the suspected teller’s settlement 
sheet. It had not been discovered until two days later. The suspected 
teller had not settled $75 over on that day, according to the bank’s 
records, and he denied all knowledge of how the check had gotten into 
his work. 


What had actually happened was, that the check had inadvertent- 
ly been credited to the wrong teller who, when he found himself $75 
“long,” had pocketed the overage rather than reporting it. He did 
not realize at the time why he was “over,” and when the mistake was 
discovered two days later, could not then report that he had been “ov- 
er.” The other bank employees did not realize the full significance of 
this transaction, and it was passed over as an unexplained error. The 
bank’s directors, who were not trained accountants, found it hard to 
visualize that one teller’s shortage could be another teller’s responsi- 
bility, since a check and not cash was involved. 


This transaction, however, confirmed our accountant’s suspicions 
that something was wrong, so he began a detailed check. Pass books, 
both savings and commercial, were called in and checked against the 
bank’s ledgers, item by item and date by date. 


Three weeks’ work revealed nothing. Then the break came. A 
second delayed deposit was found. This time, checking the day’s work 
when the deposit was actually made, revealed that another deposit had 
been restored on that day, which had been previously withheld—a case 
of robbing Peter to pay Paul. The bank officials were now convinced 
that if the suspected teller was not presently short in his accounts he 
had been at one time. 


The teller was immediately discharged. On the very next day, a 
savings customer came into the bank to make a $400 withdrawal. Her 
ledger account showed insufficient funds, and comparison of her pass 


book with the bank’s ledger card reflected a deposit accepted by the 
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suspected teller which had not been credited to her. The teller, realiz- 
ing that his game was up, and the shortages would inevitably be dis. 
covered, now that he was no longer in the bank to continue his “lap- 
ping” process, surrendered 14 deposit slips, totalling $4,000, which he 
had concealed in his home. All of these were on inactive savings ac- 
counts where the scheme could have been carried on indefinitely, had 
the shortages not been discovered. 


As a result of the war, there are hundreds of war fraud cases in- 
volving construction and manufacturing projects presently under in- 
vestigation. These range from contracts held by sole proprietors to 
projects costing many millions of dollars. On one $40,000,000 con- 
struction project a corps of 16 Special Agents, trained in accounting, 
worked for five months checking every purchase and requisition. 

Pay roll padding is a common type of war fraud irregularity and 
is usually found on cost plus or cost plus fixed fee contracts. Special 
Agents have investigated a very successful engineering firm which 
sought to enrich itself unjustly at the expense of our war program. In 
many instances it was found that the company was carrying the names 
of fictitious persons on the pay rolls while in other cases many individ- 
uals were shown as receiving higher wages than were actually paid. 
In this one case alone, out of the many investigated, the Government 
was defrauded of over $100,000. 


In another case involving a cost plus sub-contractor, we found 
that he was paying his men sixty cents per hour, but was billing the 
prime contractor at $1.50 per hour. To this he was adding 10% for 
insurance, 10% for overhead and 10% for profit. He tried to explain 
his actions by stating that his definition of cost was the amount it was 
costing the prime contractor and not his own cost. 


Another cost plus welding sub-contractor was found to be billing 
the prime contractor for more than his entire pay roll in spite of the 
fact that this particular contract was only a part of his work. 


At one Government construction project, we received a complaint 
from the Commanding Officer that a great many automobile tires 
were disappearing, being unaccounted for. He suspected that some civ- 
ilian employee or employees in charge of the tire inventory were having 
them requisitioned, ostensibly for use on Government cars or trucks, 
but actually were diverting them to other uses. A Special Agent 
trained in accounting was assigned to the case. He found that no re- 
cord was kept of the serial numbers of tires issued, nor was it possible 
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to tell with certainty for which vehicles tires had been issued. His 
check, however, convinced him that tires had been issued at an excess- 
ive rate. His next step was to go to the supplier where, fortunately, 
he was able to secure the serial numbers of the tires sold to the Govern- 
ment that had been shipped to this project. He then had an inventory 
taken of all the serial numbers of tires presently on Government 
vehicles. By eliminating these from the list, he was able to make up an- 
other list of the tires representing the potential shortage. The task of lo- 
cating any of these tires which had been illegally diverted to private use 
still presented a major problem, however. This was solved by visiting 
the various rationing boards located in the vicinity of the project to 
see if anyone had registered the missing tires. In this way a number 
of the tires were located, and by checking back with the car owners, 
responsibility for the shortage was traced to a single employee 
who, when confronted with the evidence, admitted diverting the tires. 


In another case, the Philadelphia Office of the F.B.I. received a 
tip from a confidential informant that a truck owned by a scrap dealer, 
and being used to remove scrap steel under a contract with the Marine 
Corps, was equipped with a false bottom. Long metal slats weighing 
approximately 200 pounds each had been concealed in a hidden com- 
partment of the truck at the time the empty or tare weight of the truck 
was taken, thus inflating this weight by an amount equal to the weight 
of the hidden load of slats. After the first load was removed under the 
contract, the slats were taken out and the Government was defrauded 
on subsequent loads. 


Fraud was accomplished by the use of five trucks, all of which 
had specially built false bottoms. The success of the scheme was con- 
tingent on the trucks being weighed empty only once to establish the 
tare weight. Each false bottom extended the entire length of and was 
directly under the bed of the truck. The bottom was entirely enclosed 
on three sides and was closed from view at the rear by a metal band 
inserted over the opening. The amount of fraud involved per truck 
load of scrap ran as high as $600 because of the scarce materials con- 
tained in the loads. Not being content to defraud the Government, the 
purchaser of the scrap metal reversed the process in selling his scrap 
to customers. He would first have the truck weighed empty to estab- 
lish a tare weight and thereafter in making delivery would insert the 
slabs thereby increasing the weight of the loaded truck. In measuring 
the amount of metal purchased, the customer would each time deduct 
the tare weight of the truck from the total load,.and would, of course, 
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be paying for the concealed metal slats which he did not receive. One 
witness for the Government, a former truck driver for the company, 
informed Special Agents that after completing a particular job on 
which the slats were used, he sold the slats to another scrap dealer to 
secure money to buy whiskey while en route back to Philadelphia from 
New Jersey. The witness commented to Agents: “I got rid of the 
most valuable asset the company had.” When brought to trial, the 
three owners of the company entered pleas of nolo contendere, and 
the principal subject was fined and sent to jail. 


Another type of civil case handled by the F.B.I. involves suits 
brought in the Tax Court by contractors who feel that they have been 
unfairly charged with excessive profits in renegotiation proceedings. 
When an action is brought in the Tax Court to effect repayments of 
alleged excess profits, the suit is defended by the Claims Division of the 
Department of Justice, and the F.B.I. is requested to conduct an exam- 
ination of the petitioner’s records. Many problems arise, not the least 
of which is the determination of the amount of renegotiable sales. 
The answer is comparatively simple if the plaintiff was a prime con- 
tractor and billed the government agency directly. Suppose, however, 
he was a sub-contractor making castings, some of which were used in 
machine gun assemblies and were produced directly for the Armed 
Forces. Still other castings were made for defense plants, some for 
railroads, farm equipment manufacturers, and others for precision tool 
makers. The regulations provide that a sale is renegotiable if the pro- 
duct is used in a machine producing for a Government agency. Let 
us assume a plant bought castings used in machinery, 60% of the 
output of which went to the Armed Forces. Theoretically, at least 
60% of the sales price of the part would represent a renegotiable sale 
by the maker of the casting. This gives an idea of the type of problem 
encountered in determining the volume of renegotiable sales. 


Not all cases investigated by accountants of the F.B.I. involve men. 
I have in mind the case of Jessie Matthews, alias Emma Roark. Emma 
Roark was born in Nevada in 1885. She spent most of her early life 
in the West and remained there until about 1922 when she went to 
New York City. She was first arrested in November, 1922, and since 
that time has been fingerprinted on numerous occasions under various 
aliases. Her criminal record reveals she was most frequently arrested 
for grand larceny, and her method of operation followed the same gen- 
eral pattern. She would pose as an interior decorator, theatrical agent 
or singer, and rent an apartment or home in a fashionable neighbor- 
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hood. She would then open a bank account and, using this reference 
and several references which could not be checked, would proceed to 
buy large quantities of groceries and household furnishings. When 
the residence had been furnished to her satisfaction, she would open 
a house of prostitution and continue operations until her creditors be- 
came suspicious. Thereafter, she would move to a new location and 
repeat the procedure. 


In 1935, she rented a three-story furnished home in the Green- 
wich Village section of New York City and when her creditors began 
pressing her for payment, she disappeared. The owner of the home 
found she had not only defrauded local creditors, but had stolen $3,000 
worth of antique furniture. She was arrested by the New York Police 
Department on September 18, 1935 and charged with grand larceny. 
She was sentenced to a term of 15 months and was paroled on January 
9, 1937. Shortly after her parole, she resumed her usual operations. 


On February 27, 1940, she filed a Voluntary Petition in Bank- 
ruptcy in the Southern District of New York, showing liabilities in ex- 
cess of $3,000 and assets of $200. This petition was filed under the 
name of Sara Hamilton, and she listed her occupation as “singer.” 
The creditors did not press the matter before the referee in bankruptcy, 
and after questioning her briefly, he closed his file. In May of 1940, 
she assumed the name of Jessie Matthews and rented a seven-room 
penthouse apartment in the heart of New York City. She established 
credit in the usual manner and proceeded to buy very expensive fur- 
niture, mirrors, carpets, draperies and jewelry from many well-known 
New York concerns. In a short time she had put approximately $7,000 
worth of furnishings in the apartment and immediately commenced 
to operate a house of prostitution. She continued until the latter part 
of 1940 when her creditors caused her to resort to another Voluntary 
Petition in Bankruptcy. The Petition was filed under the name of 
Jessie Matthews on December 4, 1940, showing liabilities of $8,000 and 
assets of only $250. She was questioned briefly before the referee and 
when it was indicated that her creditors intended to get to the bottom 
of the bankruptcy, she disappeared, telling her landlord she was going 
to Chicago for an indefinite period. A short time later the attorney 
for the creditors submitted a complaint to the F.B.I. and an investiga- 
tion was instituted. Evidence obtained by Special Agent accountants 
disclosed that the woman, posing as an interior decorator, had pur- 
chased large quantities of expensive household furnishings which she 
removed from the penthouse apartment during the two weeks preced- 
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ing bankruptcy. Based upon this information, a warrant was issued 
for her arrest and an extensive hunt was conducted. Investigation 
disclosed Jessie Matthews continued to repeat her criminal specialty, 
but considerable difficulty was experienced in locating her because of 
the rapidity with which she changed her name and location. 


During the course of the inquiry, it was found she had defrauded 
creditors of thousands of dollars, and even swindled the undertaker who 
arranged for the funeral of her mother. Continuous investigation dis- 
closed she used more than 40 aliases in her efforts to elude the law en- 
forcement officers, and it was not until June, 1942, that it was deter- 
mined that she was operating a lavishly furnished house of prostitution 
in the city of New York. She was arrested as Mrs. Jane Whiting on 
June 22, 1942, and an account book showing cash receipts of approxi- 
mately $16,000 between December, 1959, and December, 1940, was 
seized incidental to the arrest. She was released on bond and on June 
7, 1943 was indicted for concealing assets of her bankrupt estate. Be- 
tween this date and the date of her trial, she was twice arrested by 
the New York Police Department and charged with the operation of 
houses of prostitution. She was tried in the United States District Court 
of the Southern District-of New York in November, 1943, and the jury 
found her guilty as charged. She was immediately sentenced to a 
term of three years in a Federal institution and was fined $8,000. 


It is often asked how the general public can aid the F.B.I. in 
its work. In this connection I wish to point out that the F.B.I. is your 
law enforcement agency and is dependent upon you for cooperation 
and support. We can be and will be exactly what you want us to be. 
We are a service organization and have no desire to extend our juris- 
diction beyond that. The men of the F.B.I. are not magicians or mir- 
acle men. The chances are that no F.B.I. agent will ever personally 
see a crime committed. We are dependent upon you, the general pub- 
lic, to be our eyes and ears and to supply us with the necessary infor- 
mation and evidence. 


As an example of public cooperation; a small Mid-Wesiern school 
boy went with his father to the Sheriff’s office of their home county 
where his father contracted some business. Glancing at a notice 
“Wanted by the F.B.I.” on the wall, the youngster noted something 
familiar about the fugitive whose picture appeared under those striking 
words. Then he realized suddenly that the man wanted by the F.B.1. 
as an embezzler looked like an individual who had worked on his fath- 
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er’s farm until a short time before. The lad told his father, who was 
not impressed, but at the boy’s insistence advised the sheriff who, in 
turn, notified the F.B.I. An investigation was immediately instituted, 
and the fugitive was quickly traced and taken into custody. The want- 
ed man, who had been hiding for a year, was tried, convicted and 
sentenced. This alert youngster is typical of thousands of Americans 
who respect the law and furnish invaluable information every day to 
the agents of the Federal Bureau of Investigation. 


THE CONCEPTS OF INTERNAL AUDITING 
HAS CHANGED MATERIALLY 


In times past the prevalent-concept of an internal auditor was 
that of an employee who sat at a desk and checked figures, — and 
more figures. During the last decade, however, this concept has 
changed materially, for these reasons: Numerous laws have been 
issued by administrative agencies; manifold reports and questionnaires, 
dealing with all phases of industrial, economic, and social activities 
are being required; industrial operations have increased in complexity 
due to the dislocation of normal operating methods occasioned by price 
controls and material conservation orders, technologic progress, and 
ever changing concepts of employer-employee relationships. 


All these factors have brought about a wide expansion in the fi- 
nancial and accounting functions of the corporations of today, and in 
this expansion the internal auditing department is playing an increas- 
ingly vital part. Today, more than ever, it is the internal auditor who 
sees that things are done the right way, and check out correctly; it is 
he who performs the duties of liaison officer; it is he who sees that there 
is uniformity, efficiency, and coordination in all the complex functional 
operations of the organization. 


—F, S. Rerrze. 
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WHOSE ARTICLES APPEAR IN THIS ISSUE 


(== A. SULLIVAN, author 
of “Fidelity Loss Prevention” 
is Manager of Audit Service for 
Liberty Mutual Insurance Com- 
pany, and in this capacity is re- 
sponsible for the conduct of Loss 
Prevention Accounting Surveys 
and Audit Investigations of Losses 
on Fidelity, Forgery and Burglary 
risks, as well as for Payroll Audit 
operations. He has been engaged 
in this field for over 20 years with 
Liberty Mutual and received his 
business training at Northeastern 
University. He is a charter mem- 
ber of the New England Chapter 
of Tur InstiTuTE oF FNTERNAL 
Aupirors organized last year. 


LS H. Core, author of “A 
Joint Audit of a Large Dairy 
Products Company,” is a Certified 
Public Accountant of California. 
He was graduated from the Uni- 
versity of Texas with BBA degree 
in 1934 and the Stanford Graduate 
School of Business with MBA de- 
gree in 1939. Before going to Stan- 
ford he had varied experience in 
the newspaper and advertising 
fields. He has been with Lester 
Herrick and Herrick since 1938, 
having been admitted to partner- 
ship in July, 1945. He is a mem- 
ber of the California Society of 
Certified Public Accountants, the 


American Institute of Account- 
ants, the American Accounting 
Association, and is an associate 
member of Tue INnstiTuTE or IN- 
TERNAL AUDITORS. 


ames W. Gorne, author of “The 

Role of Accountants in the 
Federal Bureau of Investigation,” 
has been a Special Agent with the 
Federal Bureau of Investigation 
since 1934. At the present time, 
he is Accounting Supervisor at the 
Philadelphia Field Division. 

Before going to Philadelphia, 
Mr. Going worked in the Birm- 
ingham, New York, Atlanta and 
Los Angeles Field Divisions of the 
Federal Bureau of Investigation. 

Prior to entering the Bureau, 
Mr. Going was instructor of Ac- 
counting at the University of Ala- 
bama for a period of four years. 

Among the types of cases han- 
dled by the Accountants of the 
Federal Bureau of Investigation 
are Violation of the National Bank 
Laws, Federal Reserve Act, Na- 
tional Bankruptcy Act, Anti- 
Trust investigations, Court of 
Claims matters, criminal viola- 
tions of the Renegotiation and 
Contract Settlement Acts, other 
Fraud against the Government, 
War Fraud cases and many oth- 
ers. 























REPORT OF INDUSTRIES COMMITTEE 


CHARLES J. HILL, Chairman 


HE rapid growth of Tue Instirute has caused some difficulties 

in classifying members into the appropriate industry groups, and 
there is indication that the present groupings may not be adequate to 
cover this enlarged membership. It is planned that the next general 
circularization will provide for each member being given the oppor- 
tunity to designate the group with which he would prefer to be affili- 
ated, and, if new groupings appear to be desirable, a listing of such 
groupings will be arranged and members will be advised accordingly 


The following statement shows the composition of the membership 
by industry groupings as of March 1946: 


No. of No. of 
Industry Group Members *Companies 

Automotive and allied 72 26 
Aviation 95 27 
Banks and trusts 31 29 
Food and beverage, and allied 67 42 
Insurance 34 22 
Iron, steel, copper, coal, and coke 65 36 
Machinery and equipment manufacture 110 79 
Petroleum and chemical 81 40 
Professional accountants, engineers, etc. 92 53 
Public utilities and transportation 104 61 
Miscellaneous companies and agencies 130 100 
Total 879 515 


The Committee recognizes the limitations of its usefulness and, 
while it does not intend to burden the membership with questionnaires, 
etc., issued at regular intervals, nevertheless it will from time to time, 
when requested, endeavor through that medium to obtain information 
of general application. All other matters will be handled by the In- 
dustries Representatives, a list of whose names appears regularly in 
this publication. 





*In some instances divisions of companies have been counted.as separate companies. 
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The recent Reminder Card has produced many interesting re- 
quests, of which the following are typical: 


1. Factory Pay Roll Audits: 
Where production bonuses are involved based on standards 
set by a Time Study Department. 


to 


Audit procedures used in iron and brass foundry operations. 


3. A modern Internal Auditing Staff and Procedure—within this 
group, Machinery and Equipment Manufacture. 


4. Method pursued, placing of responsibility for, and participa- 
tion of Audit Department (if any) with respect to follow-up 
of audit reports. 


5. How are the employes of the Audit Department classified; 
that is as to grades, titles, etc? 


6. Building construction projects on Time and Material basis, or 
Time and Material plus Fixed Fee basis. Many of our build- 
ings are being built on Time and Material basis. How much 
and what kind of auditing is required? 


7. Does the Auditing Department check personnel performance 
as a regular practice? If so, to what extent and by whom are 
assignments handled? 


8. In the event of defalcation, does the Internal Auditor take 
charge of the affected office until responsibility and extent 
have been determined? 

If “yes,” does the Internal Auditor question suspects, suspend 
employes, or assume any other responsibilities normally the 
prerogative of management? 


The problem of how best to serve the interests of the members as 
a whole and those of each industry group as a class is still the chief 
problem of the Industries Committee. Because of the comparatively 
recent establishment of internal auditing on an association basis, little 
material of special application to the different industries, etc., is avail- 
able. The time is soon approaching when it will be possible—and ad- 
vantageous—to assemble the practices of each group for the benefit 
of the others, not so much for establishing uniformity as for selecting 
preferred, proved practices to eliminate weaknesses, or unnecessary 
operations. 
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The next important step to be undertaken is to request each mem- 
ber to select from his current audit procedures one which can be con- 
sidered to cover a phase of operations either peculiar to his industry— 
e.g., the audit of commutation tickets for a railway company— or 
characteristic of the practices of his industry—e.g., audit of pricing or 
inventories for retail stores—and submit a brief of that procedure to 
the Committee. These will serve as an excellent nucleus for the In- 
dustry Files now being established. 


It is the desire and objective of the Committee to be of service, and, 
when sufficient data have been accumulated, it will be made readily 
available and should tend to raise the standards of the profession as 
well as to simplify the work of the members. It is more than possible 
that some members have some general or specific ideas on how best 
the Committee might serve them; and the Committee takes this oppor- 
tunity to invite the membership to submit such ideas. They will be 
given earnest consideration. 


THE INTERNAL AUDITOR'S CONTROL FUNCTION 


It is noteworthy that the value to management of the control func- 
tion, as exercised by the internal auditor, increases in geometric pro- 
portion to the degree of competence of the man who heads it and in like 
proportion to the degree that the function is divorced from incompat- 
ible and superimposed authority and interference. The competent 
internal auditor should be a man appointed by and directly respon- 
sible to the board; while, at the same time, the department is essentially 
a service function, charged with the duty of cooperating with all other 
functions of the business, by helpful guidance through the interpreta 
tion of financial results and trends. Mere routine validation of actual 
expenditures is only the elementary purpose of internal accounting 
control and internal auditing. The value of the function mounts by 
ieaps and bounds as it takes on the stature of a reliable source of guid- 
ance for future policy, through the interpretation of financial data. 


—Vicror H. Strempr. 
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Other Committees (Cont'd )— 
Industries (Cont'd): 
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ROBERT B. MILNE 
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on Defalcations: 
ADVISORY 
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EprroRIAL AND PUBLICATION 
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MEMBERSHIP BY CHAPTERS 


CHAPTER Apait 30, 1946 Szpr. 30, 1945 
Chicago 83 69 
Cleveland 40, 35 
Dayton 31 27 
Detroit 88 81 
Los Angeles 106 04 
(A) Miami 21 17 
(B) Montreal 33 24 
(C) New England 52 26 
New York 215 205 
Philadelphia 60 48 
(D) Pittsburgh 25 24 
(E) San Francisco 61 52 
Toronto 35 31 
Non-Chapter 117 88 
821 


Totals 947 


Date of Authorization by Board of Directors 
(A) June 28, 1945 
(B) March 5, 1945 
(C) June 28, 1945 
(D) April 18, 1945 
(E) February 19, 1945 








SUPPLEMENTAL LIST OF NEW MEMBERS 
AND BUSINESS AFFILIATION CHANGES 


FEBRUARY 1, 1946 TO APRIL 30, 1946 


W. L. ALSTRIN JOSEPH DUANE BAKER 


Aldens, Inc. Firth Sterling Steel Company 
(Change of name-Business Affiliation) (New Business Affiliation) 
WALTER ANDRE JOEL W. BARBER 
Standard Brands, Inc. War Ames Administration 
KENNETH W. ATKINSON (New Business Affiliation) 
Dominion Rubber Company, Lid. mg ne BARRETT 
ice, W. ? 
JACOB NEWTON AUGUST Price, Waterhouse & Company 
R.C.A. Victor Div.—Radio Corporation GEORGE A. BECKER 
of America Kearney & Trecker Corp. 
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ALVIN L. BISCHOFF 
American Home Products Corp. 
(New Business Affiliation) 


LEO J. BOETTNER 
American Home Products Corp. 
(New Business Affiliation) 


B. W. BOURS, JR. 


Rheem Manufacturing Company 


WALTER A. BOWERS 
Aireon Manufacturing Corp. 
CHARLES F. BRAUER 
American Locomotive Company 
(Reinstated to Membership) 


HERMAN H. BRUENNER 
Cuban American Sugar Company 
WAYNE RALPH CALDWELL 


Montezuma Lumber Company 
(New Business Affiliation) 


MAX WILLIAM CARMAN 
Standard Oil Co. of California 


I. L. COMSTOCK 
Pacific Public Service Company 


ROBERT O. CROSS 
Southern California Edison Co., Lid. 
EVERETT A. CUMMINGS 


Citizens Commercial & Savings Bank 
CLARK H. DELONJAY 
A.C. Spark Plug Division 
General Motors Corporation 


H. E. DEXTER 


International Harvester Company 


WILLIAM H. DICKIE 
Standard Oil Company (N.J.) 


WILLIAM EDWARD DOHNAL 
The Cleveland-Cliffs lron Company 
ERNEST DUKATZ 
Michigan Consolidated Gas Company 
E. L. FARMER 


Transcontinental & Western Air, Inc. 
(New Business Affiliation) 


J. M. FLAHERTY 
Shell Oil Company, Inc. 


ROBERT G. FRANKLIN 
Burlington Mills Corporation 


RALPH R. FRITZCHE 
Laclede Steel Company 
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ROBERT E. FULTON 
Bartholmae Corporation 
(New Business Affiliation) 


RALPH E. GAIN 
John F. Forbes & Company 
(New Business Affiliation) 


JOHN J. GORMAN 
Transcontinental & Western Air, In 
(New Business Affiliation) 


CLAYTON L. GUEST 
Somerville Limited 
ANDREW S. HALLEY 


Price, Waterhouse & Company 


FREDERICK VICTOR HARDING 
Terminal Warehouses, Lid. 


GENE L. HARVEY 
Southern California Edison Co., Ltd 


JOHN G. HEINS 


Sperry Gyroscope Company, Inc 


F. E. HENDERSON 
Standard Oil Company of California 


WILLIAM A. HENNEGAN 


The Pennsylvania Company 
CLARENCE N. HERMAN 
Knap Monarch Company 


FRANK HIGGINBOTHAM 
(Own business-New Business Affiliation) 


EDWIN C. HOLDEN 


General Finance Corp. 


BENJAMIN HOLTHUSEN 
(Own business-New Business Affiliation) 


GEORGE W. HYATT 
General Motors Corp 
(New Business Affiliation) 


OREN F. INGMAN 
Columbia Engineering Corp 
EDGAR E. JACKSON 
United Merchants & Manufacturers, Inc 
CHARLES VICTOR JESSE 
Arthur Young & Company 
WILLIAM H. JONES 


Penn Mutual Life Insurance Company 


HAROLD WM. JOYNER 
Standard Brands, Ltd. 


BERTHOL BLAIR KEOWN 
Columbia Steel Company 














JOSEPH J. KOSTER 
Gray-Mills Corporation 
(New Business Affiliation) 

A. EDWARD LACKAS 
General Instrument Corp 
ERA A. LADD 
The Ohio Public Service Company 


ROY A. LANG 
National Automotive Fibres, In 
WARD A. LANNING 
Michigan National Bank 
GUS A. LAVISON 
Own Business-New Business Affiliation 
EMERSON LeCLERCQ 
Price, Waterhouse & Compa 
JOSEPH G. LOUIS 
McDonnell Aircraft Corp 
LEO CECIL LOVE 
The Oliver Corporation 
CHARLES CAMPBELL 
MACKECHNIE 


Price, Waterhouse & Compan) 


JOHN HARRY MARTIN 
1.C. Spark Plug Division 
General Motors Corporation 
WILLIAM FRANCIS MARTIN 
British Columbia Electric Railway Co., 
imited 


WALTER E. MATTUTAT 
U. S. Steel Corp of Delaware 
(New Business Affiliation) 
KENNE TH J. McBRIDE 
United Air Lines, Inc 
HOWARD F. McCLOY 
National Tube Company 
GILBERT McDONALD 
Ralston Purina Company 
FREDERICK W. McMAHON 
The Sloan & Zook Companies 
New Business Affiliation 
S. L. MILLER 
Natural Gas Pipeline Co. of America 
CHARLES MITTLEMAN 
Sacra Brothers 
(New Business Affiliation) 


MAYNARD E. MORSE 


Detroit Crearmery Company 


Supplemental List of Members 


JOHN W. MULLIKIN 
The Philadelphia National Bank 
ALLEN EUGENE MURISON 
Leslie, Banks & Company 
New Business Affiliation) 
Out of Navy March 4, 1946 
JOHN C. MEYERS 
Union Electric Co. of Missouri 
IRVING E. NACK 
Sears, Roebuck and Company 
_ELMER T. NEAI 
Saginaw Steering Gear Dit 
General Motors Corp 
EARLE E. NELSON 
ontinental & Western Air, In 
RAYMOND E. NOONAN 
Reynolds Metals Company 
MERL P. OLSEN 
Falstaff Brewing Corp 
JOSEPH D. PEOPLES 
McCutcheon Bros. & Quality, Inc 


LOUIS E. PERRICONE 
Standard Oil Co. of California 


MARCEL A. POCHE 
Menasco Manufacturing Company 
(New Business Affiliation 


FRANK POKORNY 


Pan American Airways, Inc 


REGINALD B. POMEROY 
Brintcan Holdings Limited 


ROBERT E. PRICE 
Braun Lumber Corporation 


New Business Affiliation 


WILLIAM EDWARD QUIGLEY, JR 


inaconda Copper Mining Company 


AUGUSTUS H. RANDEL 


Consolidated Edison Company 


JOHN J. REARDON 
Gala Sales Company 
(New Member 
New Business Affiliation 


CLARENCE T. RENAUD 
Vallinckrodt Chemical Works 


ARTHUR JOHN ROHRS 
Roger Smith Hotels Corporation 








BENJAMIN J. ROOKS 
United Air Lines, Inc. 


HERBERT E. RUDY 
The Weatherhead Company 


FRED W. SCHMITT 
The Penn Mutual Life Insurance Co. 


M. A. SCHNEIDER 
Northern Indiana Public Service Co. 


G. N. SHAW 
The City of Miami 
E. C. SHULL 
National Brome & Aluminum Foundry 

Company . 

(New Business Affiliation) 

CLYDE J. SIEGFRIED 
C. K. Williams & Company 


HENRY C. SMITH, JR. 
Provident Mutual Life Insurance Co 


of Philadelphia 


REX F. SOWLE 
Citizens Commercial & Savings Bank 


LINDEN C. SPEERS 
Transcontinental & Western Air, Inc. 
(New Business Affiliation) 


WALTER M. STONE 
C. F. Hovey Company 


WILLIAM C. TALLEY 
Lockheed Aircraft Corp. 


LLOYD D. TARLIN 
Economy Grocery Store Corp. 


TRANSFERS 


Junior to Full Member 
WILLIAM T. HAMILTON 


Associate to Full Member 
JAMES MAYNARD KEECH 
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EUGENE B. THROOP 


Engineering Service, Inc. of America 


JAMES D. TRAHEY 
Tooley-Myron Studios 
(New Business Affiliation) 


CLAIR TROUTWINE 
A.C. Spark Plug Division 
General Motors Corp. 


HUBBARD WAALER 
A.C. Spark Plug Division 
General Motors Corp. 


JOHN R. WALSH 
Packard Motor Car Company 


GEORGE H. WATSON 
State of Illinois 
Illinois Budgetry Commission 


ALWIN WHITMER WEIGEL 
Corning Glass Works 
(New Business Affiliation) 


SYDNEY WILLIAM WHITE 
Standard Brands, Inc. 


DONALD K. WILLIAMS 
Pentland, Purvis, Keller & Milton 
(New Business Affiliation) 


L. T. WOLD 
Kobe, Inc. 
(New Business Affiliation) 


EDWARD H. WYLIE 
Palace Corporation 


RESIGNATIONS 


GEORGE T. CARMICHAEL 
AUGUST H. HELLWIG 
B. T. McKINNON 


























EMPLOYMENT SECTION 


Employment Section is intended to be of assistance 

to Instrrutre members desiring to make new connec- 

tions and to companies having internal auditing positions 

available. The names of interested members or of com- 

panies requesting space in this section will remain anony- 
mous, if desired. 


All communications should be adressed to The Secre- 
tary—Tue Instirute or INTERNAL AuprTors, Room 404, 
120 Liberty Street, New York 6, N. Y. Reference should 
be made to the Box “E” number. 











POSITIONS WANTED 


Accountant-Auditor—Experience in in- Accountant-Auditor— Business adminis 
ternal audit, systems development, gen- . tration graduate, age 38, 14 years’ ac 
eral ledger and subsidiary records, fin- counting and auditing experience. De 
ancial and operating statements and _ sires position as internal auditor or As- 
public accounting; former executive, sistant to Comptroller. Address Institute 
Pace graduate, desires work in New Secretary, Box E 133. 

York City, Address Institute Secretary, 

Box E 131. 


SUBSCRIPTION ORDER 


Tue INTERNAL AupIToR, 
120 Liberty Street, 
Room 404, 
New York 6, N. Y. 
Please enter my subscription for THe INTERNAL AvupIToR 
for . cee Year(s) beginning with the issue for the 
quarter, at the rate of $4.00. per year. 


I enclose §.................... in payment thereof. 
(Signed) 
PER sdducse cecvecenped tetibensctalicsstbicieddeenansnulesnetaxisecieonina 


City : , ...Zone.. 
State 
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